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Full Aid to United States Against Japan 


WEIGHT OFF RUSSIA THIS YEAR 


By WINSTON CHURCHILL, Prime Minister of Great Britain 
Delivered before Congress, Washington, D. C., May 19, 1943 


R. PRESIDENT, Mr. Speaker, members of the 

Senate and the House of Representatives: Seven- 

teen months have passed since I last had the 
honor to address the Congress of the United States. For 
more than five hundred days, every day a day in which we 
haved toiled and suffered and dared shoulder to shoulder 
against the cruel and mighty enemy, we have acted in close 
combination or concert in many parts of the world, on land, 
on sea and in the air. 

The fact that you have invited me to come to Congress 
again, a second time, now that we have settled down to the 
job, and that you should welcome me in so generous a fashion 
is certainly a high mark in my life, and it also shows that 
our partnership has not done so badly. 

I am proud that you should have found us good allies, 
‘striving forward in comradeship to the accomplishment of 
our task, without grudging or stinting either life or treasure 
or, indeed, anything we have to give. 


BouND BY COMMON PERIL 


Last time I came at a moment when the United States 
was aflame with wrath at the treacherous attack upon Pearl 
Harbor by Japan and at the subsequent declaration of war 
upon the United States made by Germany and Italy. For 
my part, I state quite frankly that in those days, after our 
long and for a whole year lonely struggle, I could not re- 
press in my heart a sense of relief and comfort that we were 
all bound together by common peril, by solemn faith and 
high purpose to see this struggle through at all costs to 
the end. 

That was an hour of passionate emotion, an hour most 
memorable in human records, an hour, as I believe, full of 
hope and glory for the future. The experiences of a long 
life and the promptings of my blood have wrought in me the 
conviction that there is nothing more important for the 


future of the world than the fraternal association of our 
two peoples in righteous work both in war and peace. 

So in January, 1942, I had that feeling of comfort, and I 
therefore prepared myself in a confident and steadfast spirit 
to bear the terrible blows which were evidently about to fall 
on British interests in the Far East—which were bound to 
fall upon them from the military strength of Japan during a 
period when the American and British fleets had lost for 
the time being the naval command of the Pacific and Indian 
Oceans. 

One after another in swift succession very heavy misfor- 
tunes fell upon us and upon our allies, the Dutch, in the 
Pacific theater. The Japanese have seized the lands and 
islands they so greedily coveted. The Philippines are enslaved ; 
the lustrous, luxuriant regions of the Dutch East Indies have 
been overrun; in the Malay Peninsula and at Singapore we 
ourselves suffered the greatest military disaster, or at any 
rate the largest military disaster in British history. 

Mr. President, Mr. Speaker, all this has to be retrieved. 
And all this and much else has to be repaid. 

And here let me say, let no one suggest that we British 
have not at least as great an interest as the United States 
in the unstinting and relentless waging of war against Japan. 

And I am here to tell you that we will wage that war 
side by side with you in accordance with the best strategic 
employment of our forces, while there is breath in our 
bodies and while blood flows through our veins. 

A notable part in the war against Japan must, of course, 
be played by the large armies and by the air and naval forces 
now marshaled by Great Britain on the eastern frontiers of 
India. In this quarter there lies one of the means of bringing 
aid to hard-pressed and long-tormented China. I regard the 
bringing of effective and immediate aid to China as one of 
the most urgent of our common tasks. 
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It may not have escaped your attention that I have brought 
with me to this country and to this conference Field Marshal 
Wavell and the other two commanders in chief from India. 
Now, they have not traveled all this way simply to concern 
themselves about improving the health and happiness of the 
Mikado of Japan. 

I thought it would be good that all concerned in this 
theater should meet together and thresh out in friendly can- 
dor, heart to heart, all the points that arise. And there are 
many. You may be sure that if it was necessary, if all 
that was necessary was for an order to be given to the great 
armies standing ready in India to march toward the Rising 
Sun and open the Burma Road, that order would be given 
this afternoon. The matter is, however, somewhat more com- 
plicated. And all movement or infiltration of troops into the 
mountains and jungles to the northeast of India is very 
strictly governed by what your American military men call 
the science of logistics. 


British Not Hoipinc Back 


But, Mr. President, I repudiate, and I am sure with your 
sympathy, the slightest suspicion that we should hold any- 
thing back that can be usefully employed, or that I and the 
government I represent are not as resolute to employ every 
man, gun and airplane that can be used in this business, as 
we have proved ourselves ready to do in other theaters of 
the war. 

In our conferences in January, 1942, between the Presi- 
dent and myself, and between our high expert advisers, it 
was evident that while the defeat of Japan would not mean 
the defeat of Germany, the defeat of Germany would in- 
fallibly mean the ruin of Japan. 

The realization of this simple truth does not mean that 
both sides should not proceed together, and indeed the major 
part of the United States force is now deployed on the 
Pacific front. In the broad division which we then made 
of our labors in January, 1942, the United States undertook 
the main responsibility for prosecuting the war against Japan, 
and for aiding Australia and New Zealand to defend them- 
selves against a Japanese invasion which then seemed far 
more threatening than it does now. 

On the other hand, we took the main burden on the 
Atlantic, which was only natural, and unless the ocean life- 
line which joins our two peoples can be kept unbroken, the 
British Isles, and all the very considerable forces which 
radiate thereform, would be paralized and doomed. 

We have willingly done our full share of the sea work 
in the dangerous waters of the Mediterranean and in the 
Arctic convoys to Russia, and we have sustained since our 
alliance began more than double the losses in merchant ton- 
nage that has fallen upon the United States. 

On the other hand again the prodigious output of new 
ships from the United States building yards has now for six 
months past overtaken and now far surpasses the losses of 
both Allies. And if no effort is relaxed, there is every reason 
to count upon a ceaseless progressive expansion of Allied 
shipping available for the prosecution of the war. 


Success Acainst U-Boats 


Our killings of the U-boats, as the Secretary of the Navy 
will readily confirm, have this year greatly exceeded all 
previous experience, and the last three months and particularly 
the last three weeks have yielded record results. 

This, of course, is to some extent due to the larger number 
of U-boats operating and probably is also due to the marked 
improvement in the severity and power of our measures 


against them and of the new devices continually employed. 

While I rate the U-boat danger as still the greatest we 
have to face, I have a good and sober confidence that it will 
not only be met and contained but overcome. The increase 
of shipping tonnage over sinking provides—after the move- 
ment of vital supplies of food and munitions have been ar- 
ranged—that margin which is the main measure of our joint 
war effort. 

We are also conducting from the British Isles the principal 
air offensive against Germany. And in this we are heartily 
aided by the United States Air Forces in the United King- 
dom, whose action is chiefly by day as ours is chiefly by night. 
In this war numbers count more and more, both in night 
and day attacks. 

The saturation of the enemy’s flak through the multi- 
plicity of attacking planes, the division and dispersion of his 
fighter protection by the launching of several simultaneous 
attacks, are rewards which will immediately be paid through 
the substantial increases in British and American numbers 
which are now taking place. There is no doubt that the 
Allies already vastly outnumber the hostile air forces of Ger- 
many, Italy and Japan, and still more coes their output of 
new planes surpass the output of the enemy. 

In this air war by which both Germany and Japan fondly 
imagined they would strike decisive and final blows, terrorize 
nations, great and small, into submission to their will, in 
this air war it is that these guilty nations have already begun 
to show their first real mortal weakness. 


REPLACEMENT ADVANTAGE 


The more continuous and severe the air fighting becomes, 
the better for us, because we can already replace casualties 
and machines far more rapidly than the enemy and we can 
replace them on a scale which increases month by month. 
Progress in this sphere is swift and sure, but it must be 
remembered that the preparation and development of air- 
fields and the movement of the great masses of ground por- 
sonnel on whom the efficiency of modern air squadrons 
depends, however earnestly pressed forward, is bound to 
take time. 

Opinion, Mr. President, is divided as to whether the use 
of air power could by itself bring about the collapse of Ger- 
many or Italy. The experiment is well worth trying, so long 
as other measures are not excluded. Well, there is certainly 
no harm in finding out. 

But, however that may be, anyhow we are all agreed 
that the damage done to the enemy’s war potential is enor- 
mous. The condition to which the great centers of German 
war industry, and particularly the Ruhr, are being reduced 
is one of unparalleled devastation. You have just read of 
the destruction of the great dams which feed the canals and 
provide power to the enemy’s munitions works. That was a 
gallant operation, costing eight out of nineteen Lancaster 
bombers employed. 

But it will play a very far-reaching part in German mu- 
nition output. 

It is our settled policy, the settled policy of our two staffs 
and war-making authorities, to make it impossible for Ger- 
many to carry on any form of war industry on a large or 
concentrated scale, either in Germany, in Italy or in the 
enemy-occupied countries. Wherever these centers exist or 
are developed, they will be destroyed and the munitions 
population will be dispersed. 

If they don’t like what’s coming to them, let them disperse 
beforehand on their own. 

This process will continue ceaselessly with ever-increasing 
weight and intensity until the German and Italian peoples 
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abandon or destroy the monstrous tyrannies which they have 
incubated and reared in their midst. 

Meanwhile, our air offensive is forcing Germany to with- 
draw an ever larger proportion of its war-making capacity 
from the fighting fronts in order to provide protection 
against the air attacks. Hundreds of fighter aircraft, thous- 
ands of anti-aircraft cannon and many hundreds of thousands 
of men, together with a vast share in the output of the war 
factories, have already been assigned to this purely defen- 
sive function. All this is at the expense of the enemy’s power 
for new aggression or of the enemy’s power to resume the 
initiative. 

Surveying the whole aspect of the air war, we cannot 
doubt that it is a major factor in the process of victory. 
That, I think, is established as a solid fact. It is all agreed 
between us that we should at the earliest moment similarly 
bring our joint air power to bear on the military targets in 
the homeland of Japan. 

The cold-blooded execution of United States airmen by 
the Japanese government is a proof not only of their barbar- 
ism but of the dread in which they regard this possibility. 

It is the duty of those who are charged with the direction 
of the war to overcome at the earliest moment the military, 
geographical and political difficulties and begin the process so 
necessary and desirable of laying the cities and other muni- 
tions centers of Japan in ashes, for in ashes they must surely 
lie before peace comes back to the world. 

That this objective holds a high place in the present coun- 
cils is obvious to’ thinking men, but no public discussion 
would be useful upon the method or sequence of events which 
should be pursued in order to achieve it. Let me make it 
plain, however, that the British will participate in this air 
attack on Japan in harmonious accord with the major stra- 
tegy of the war. That is our desire, and the cruelties of the 
Japanese enemy will make our airmen all the more ready to 
share the perils and sufferings of their American comrades. 


TRANSPORT PRIME PROBLEM 


At the present time, speaking more generally, the prime 
problem which is before the United States and to a lesser 
extent before Great Britain is not so much the creation of 
armies or the vast output of munitions and aircraft. These 
are ready in full swing and immense progress, prodigious re- 
sults, have been achieved. The problem is rather the appli- 
cation of those forces to the enemy in the face of U-boat re- 
sistance across the great ocean spaces, across the narrow seas, 
or on land, through the swamps, mountains and jungles in 
various quarters of the globe. That is our problem. 

All our war plans must, therefore, be inspired, pervaded 
and even dominated by the supreme object of coming to grips 
with the enemy under favorable conditions or, at any rate, 
tolerable conditions—we cannot pick and choose too much— 
on the largest possible scale at the earliest possible moment, 
and engaging that enemy wherever it is profitable, and in- 
deed I might say wherever it is possible, to do so. 

Thus in this way shall we make our enemies in Europe 
and Asia burn and consume their strength on land, on sea and 
in the air with the maximum rapidity. 

Now, vou will. readily understand that the complex task of 
finding the maximum openings for the employment of our 
vast forces, the selection of the points at which to strike with 
the greatest advantage to those forces and the emphasis and 
priorities to be assigned to all the various enterprises which 
are desirable is a task requiring the constant supervision and 
direction of our combined staffs and of the heads of govern- 
ments. 


It is a vast, complicated process, especially when two coun- 
tries are involved, directly in counsel together, and when the 
interests of so many other countries have to be considered, 
and the utmost good will and readiness to think for the com- 
mon cause, the cause of all United Nations, is required from 
every one participating in our discussions. The intricate ad- 
justments and arrangements can only be made by discussion 
between men who know all the facts and who are and can 
be held accountable for success or failure. 


Easy To Make PLans 

Lots of people can make good plans for winning the 
war, if they have not got to carry them out. I dare say, 
if I had not been in a responsible position, I could have made 
a lot of excellent plans, and very likely could have brought 
them, in one way or another, to the notice of the executive 
authorities. 

But it is not possible to have full open argument about 
these matters. And that is an additional hardship to those 
in charge, that the questions cannot be argued out and de- 
bated in public, except with enormous reticence, and even 
then with very great danger that the watching and listening 
enemy may derive some profit from what he overhears. 

In these circumstances, in my opinion—I give you my 
opinion—the American and British press and public have 
treated their executive authorities with a wise and indulgent 
consideration, and recent events have, I think, vindicated 
their self-restraint. 

Mr. President, it is thus that we are able to meet here 
today in all faithfulness, sincerity and friendship. Geog- 
raphy imposes insuperable obstacles to the continuous ses- 
sion of the combined staffs and executive chiefs. But as the 
scene is constantly changing, and lately I think, I may say 
constantly changing for the better, repeated conferences are 
indispensable, if the sacrifices of the fighting troops are to be 
rendered fruitful, and if the curse of the war which now lies 
so heavily upon almost the whole world is to be broken and 
swept away within the shortest possible time. 

I, therefore, thought it my duty, with the full authority 
of His Majesty’s Government, to come here again, with our 
highest officers, in order that the combined staffs may work 
in the closest contact with the chief executive power, which 
the President derives from his office, and in respect of which 
I am the accredited representative of Cabinet and Parliament. 

Mr. President, the wisdom of the founders of the Amer- 
ican Constitution led them to associate the office of Com- 
mander in Chief with that of the Presidency of the United 
States. In this they were borrowing the precedents which 
were successful in the case of George Washington. It is re- 
markable that after more than 150 years this combination of 
political and military authority has been found necessary not 
only in the United States but in the case of Marshal Stalin 
in Russia and of Generalissimo Chiang Kai-shek in China. 

Even I, as majority leader in the House of Commons, in 
one branch of the legislature, have been drawn from time to 
time, not perhaps wholly against my will, into some partici- 
pation in military affairs. 

Modern war is total, and it is necessary for its conduct 
that the technical and professional authorities should be sus- 
tained and, if necessary, directed by the heads of government 
who have the knowledge which enables them to comprehend 
not only the military but the political and economic forces at 
work and who have the power to focus them all upon the 
goal. These are the reasons which compelled the President 
to make his long journey to Casablanca, and these are the rea- 
sons which bring me here. We, both of us, earnestly hope 
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that at no distant date we may be able to achieve what we 
have so long sought—namely, a meeting with Marshal Stalin 
and, if possible, with Generalissimo Chiang Kai-shek. 

But how, when and where this is to be accomplished is not 
a matter upon which I am able to shed any clear ray of light 
at the present time. And if I were I should certainly not 
shed it. 


CLosE AssocIATION SOUGHT 


In the mean while, we do our best to keep the closest 
association at every level between all the authorities of all 
the countries who are engaged in the active direction of the 
war. And it is my special duty to promote and preserve this 
intimacy and concert between all parts of the British Com- 
monwealth and Empire and especially with the great self- 
governing dominions like Canada, whose Prime Minister 
is with us at this moment and whose contribution is so mas- 
sive and invaluable. 

There could be no better or more encouraging example of 
the fruits of our consultations than the campaign in North- 
west Africa which has just ended so well. 

One morning in June last, when I was here, the President 
handed me a slip of paper which bore the unexpected, ut- 
terly unexpected, news of the fall of Tobruk and the sur- 
render of its garrison, in unexplained circumstances, the sur- 
render of its garrison of 25,000 men. That indeed was a 
dark and bitter hour for me. I shall never forget the kind- 
ness, the delicacy, the true comradeship which our American 
friends showed me and those with me in such adversity. 
Their only thought was to find means of helping to restore 
the situation, and never for a moment did they question the 
resolution or the fighting quality of our troops. 

Hundreds of Sherman tanks were taken from the hands 
of American divisions and sent at the utmost speed round 
the Cape of Good Hope to Egypt. When one ship carrying 
fifty tanks was sunk by torpedoes, the United States govern- 
ment replaced it and its precious vehicles before we could 
even think of asking them to do so. 

The Sherman tank was the best tank in the desert in the 
year 1942, and the presence of these weapons played an 
appreciable part in the ruin of Rommel’s army at the battle 
of Alamein and in the long pursuit which chased him back 
to Tunisia. 

At this time, June, 1942, when I was here last, at this 
time also there lighted up those trains of thought and study 
which produced a memorable American and British descent 
upon French Northwest Africa, the results of which are 
a cause of general rejoicing today. 

We have certainly a most encouraging example here of 
what can be achieved by British and Americans working to- 
gether heart and hand. In fact, one might almost feel that if 
they could keep it up, there is hardly anything they could not 
do, either in the field of war or in the not less tangled prob- 
lems of peace. 

History will acclaim this great enterprise as a classic ex- 
ample of the way to make war. We used the weapon of sea 
power, the weapon in which we were strongest, to attack the 
enemy at our chosen moment and at our chosen point. In 
spite of the immense elaboration of the plan and the many 
hundreds, thousands even, who had to be informed of its 
main outlines, we maintained secrecy and effective surprise. 
We confronted the enemy with a situation in which he had 
either to lose invaluable strategic territories or to fight under 
conditions most costly and wasteful to him. 

We recovered the initiative which we still retain. We 
rallied to our side French forces which are already a brave, 


and will presently become a powerful, army under the gal- 
lant General Giraud. 

We have secured bases from which violent attacks can and 
will be delivered by our air power on the whole of Italy, 
with results which no one can measure but which must cer- 
tainly be highly beneficial to our affairs. We have made an 
economy in our strained and straitened shipping position 
worth several hundreds of great ships and one which will 
gives us the advantage of far swifter passage through the 
Mediterranean to the East, to the Middle East and to the 
Far East. We have struck the enemy a blow which is the 
equal of Stalingrad and most stimulating to our heroic and 
heavily engaged Russian allies. And all this, Mr. President, 
gives the lie to the Nazi and Fascist talk that parliamentary 
democracies are incapable of waging effective war. 


Errect oF HIr.er’s INTUITION 


Presently we shall punish them with further examples. 
Still, I am free to admit in North Africa we builded better 
than we knew. The unexpected came to the aid of the de- 
sign and multiplied the results. For this we have to thank the 
military intuition of Corporal Hitler. We may notice, as I 
predicted in the House of Commons three months ago, the 
touch of the master mind. The same insensate obstinacy 
which condemned Field Marshal von Paulus and his army 
to destruction at Stalingrad has brought this new catastrophe 
upon our enemies in ‘Tunisia. 

We have destroyed or captured considerably more than a 
quarter of a million of the enemy’s best troops together with 
vast masses of material, all of which has been ferried across 
to Africa after paying a heavy toll to the British submarines 
and to British and United States aircraft. No one could 
count on such folly. They gave us, if I may use the language 
of finance, a handsome bonus after the full dividend had been 
earned and paid. 

At the time when we planned this great joint African op- 
eration, we hoped to be masters of Tunisia even before the 
end of last year, but the injury we have now inflicted upon 
the enemy, physical and psychological, and the training our 
troops have obtained in the hard school of war and the weld- 
ing together of the Anglo-American staff machine—these are 
advantages which far exceed anything which it was within 
our power to plan. 

While the German lie factory is volubly explaining how 
valuable is the time which they bought by the loss of their 
great armies, let them not delude themselves. Other opera- 
tions which will unfold in due course, depending as they did 
upon the special instruction of large numbers of troops and 
upon the provision of a vast mass of technical apparatus, these 
other operations have not been in any way delayed by the 
obstinate fighting in Northern Tunisia. 


Mussouin1 Empire Exp.topep 


Mr. President, the African war is over. Mussolini’s 
African empire and Corporal Hitler’s strategy are alike 
exploded. 

It is interesting to compute what these performances have 
cost these two wicked men and those who have been their 
tools, or their dupes. The Emperor of Abyssinia sits again 
upon the throne from which he was driven by Mussolini’s 
poison gas. All the vast territories from Madagascar to 
Morocco, from Cairo to Casablanca, from Aden to Dakar, 
are under British, American or French control. 

One continent at least has been cleansed and purged for- 
ever from Fascist or Nazi tyranny. The African excursions 
of the two dictators have cost their countries in killed and 
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aptured 950,000 soldiers. In addition, nearly 2,400,000 
“ross tons of shipping have been sunk and nearly eight thou- 
and aircraft destroyed, both of these figures being exclusive 
of large numbers of ships and aircraft damaged. 

There have also been lost to the enemy 6,200 guns and 
2.550 tanks and 70,000 trucks—which is the American name 
ior lorry and which I understand has been adopted by the 
combined staffs in Northwest Africa in exchange for the use 
of the word petrol in place of gasoline. 

These are the -losses of the enemy in these three years of 
war. And at the end of it all, what is it that they have to 
how? ‘The proud German Army has by its sudden collapse, 
its sudden crumpling and breaking up, unexpected to all of 
us, the proud German Army has once again proved the truth 
of the saying the Hun is always either at your throat or 
vour feet. 

And that is a point which may have its bearing upon the 
tuture., 

One CONTINENT REDEEMED 


But, for us, we can say at this stage, arrived at this mile- 
stone in the war, we can say: One continent redeemed. 

The Northwest African campaign, and particularly its 
‘Tunisian climax, is the finest example of the co-operation of 
the troops of three different countries and of the combina- 
tion under one supreme commander of sea, land and air 
forces which has yet been seen. 

In particular, the British and American staff work, as I 
have said, has matched the comradeship of the soldiers of 
both our counries, striving forward side by side under the 
fire of the enemy. It was a marvel of efficient organization 
which enabled the 2d American Corps, or rather Army, for 
that was its size, to be moved 300 miles from the southern 
sector which had become obsolete through the retreat of the 
enemy, to the northern coast, from which, beating down all 
opposition, they advanced to the fortress and harbor of 
Bizerte. 

In order to accomplish this march of 300 miles, which was 
covered in twelve days, it was necessary for this very consid- 
‘rable army, with its immense modern equipment, to tra- 
verse at right angle all the communications of the British Ist 
\rmy which was already engaged or about to be engaged in 
heavy battle. ‘This was achieved without in any way dis- 
turbing the hour to hour supply upon which that army 
depended. 

I am told that these British and American officers worked 
together without the slightest question of what country they 
belonged to, each doing his part in a military organization 
which must henceforward be regarded as a most powerful 
and efficient instrument of war. 

There is honor, there is honor, Mr. President, for all, and 
I shall, at the proper time and place, pay my tribute to the 
British and American commanders by land and sea who con- 
ducted or who were engaged in the battle. This only will I 
say now: 

I do not think you could have chosen any man more ca- 
pable than General Eisenhower of keeping his very large 
heterogeneous force together through bad times, as well as 
good, and of creating the conditions of harmony and energy 
which were the indispensable element of victory. 

I have dwelt in some detail, but I trust not at undue 
length, upon these famous events, and I shall now return to 
the general war for a few minutes in which they have their 
setting and proportion. 

It is a poor heart that never rejoices, but our thanksgiving, 
however fervent, must be brief. Heavier work lies ahead, not 


only in the European, but as I have indicated, in the Pacific 
and Indian spheres. And the President and I and the com- 
bined staffs are gathered here in order that this work shall 
be, so far as lies within us, well conceived and thrust forward 
without losing a day. 


Russia BEARING MAIN BURDEN 


Not for one moment must we forget that the main burden 
of the war on land is still being borne by the Russian Army. 

They are holding at the present time no fewer than 190 
German divisions and twenty-eight satellite divisions on their 
front. It is always wise while doing justice to one’s own 
achievements to preserve a proper sense of proportion, and I 
therefore mention that these figures of the German forces 
opposite Russia compare with the equivalent of about fifteen 
divisions which we have destroyed in Tunisia after a cam- 
paign which has cost us about 50,000 casualties. That gives 
some measure of the Russian effort and of the debt which 
we owe to her. It may well be that a further trial of strength 
between the German and Russian Armies is impending. Rus- 
sia has already inflicted injuries upon the German military 
organism which will, I believe, prove ultimately mortal. But 
there is little doubt that Hitler is reserving his supreme 
gambler’s throw for a third attempt to break the heart and 
spirit and destroy the armed forces of the mighty nation 
which he has already twice assaulted in vain. He will not 
succeed. 

But we must do everything in our power that is sensible 
and practicable to take more of the weight off Russia in 1943. 

I do not intend to be responsible for any suggestion that 
the war is won or that it will soon be over. That it will be 
won by us I am sure, but how and when cannot be foreseen, 
still less foretold. 

I was driving the other day not far from the field of 
Gettysburg, which I know well, like most of your battles. It 
was the decisive battle of the Civil War. No one after 
Gettysburg doubted which way the dread balance of war 
would incline. Yet far more blood was shed after the Union 
victory at Gettysburg than in all the fighting which went 
before. 

It behooves us, therefore, to search our hearts and brace 
our sinews and take the most earnest counsel one with an- 
other in order that the favorable position which has already 
been reached both against Japan and against Hitler and Mus- 
solini in Europe shall not be let slip. 

If we wish to abridge the slaughter and ruin which this 
war is spreading to so many lands and to which we must our- 
selves contribute so grievous a measure of suffering and sacri- 
fice, we cannot afford to relax a single fiber of our. being or 
to tolerate the slightest abatement of our efforts. 

The enemy is still proud and powerful. He is hard to get 
at. He still possesses enormous arms, vast resources and in- 
valuable strategic territory. War is full of mysteries and sur- 
prises. A false step, a wrong direction of strategic effort, dis- 
cord or lassitude among the Allies might soon give the com- 
mon enemy the power to confront us with new and hideous 
facts. 

We have surmounted many serious dangers, but there is 
one grave danger which will go along with us until the end. 
That danger is the undue prolongation of the war. No one 
can tell what new complications and perils might arise in 
four or five more years of war, and it is in the dragging out 
of war at enormous expense till the democracies are tired or 
bored or split that the main hopes of Germany and Japan 
must now reside. 

We must destroy this hope as we have destroyed so many 
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others. And for that purpose we must beware of every topic, 
however attractive, and every tendency, however natural, 


which turns our minds or energies from the supreme objec- 


tives of the general victory of the United Nations. 


By singleness of purpose, by steadfastness of conduct, by 
tenacity and endurance, such as we have so far displayed, by 
these, and only by these, can we discharge our duty to the 
future of the world and to the destiny of man. 


Foreign Exchange Stabilization 


KEYNES AND MORGENTHAU PLANS 
By BENJAMIN M. ANDERSON, Ph.D., Professor of Economics, University of California at Los Angeles 
Delivered at a Dinner Given by the Officers and Directors of the Los Angeles Chamber of Commerce, May 11, 1943 


HE Keynes and Morgenthau foreign exchange stabili- 

zation plans* are in essence very similar and their 

objectives are essentially the same. The differences 
between them would not prevent their giving us essentially 
similar results. They have in common the following points: 
Each would create a great international bank (whether you 
call it fund or call it clearing union doesn’t matter) the re- 
sources of which are contributed by the central banks or 
stabilization funds of the different countries. This interna- 
tional bank, dealing only with central banks or government 
financial institutions, is to buy and sell the currencies of the 
different countries in such a way as to keep them in fixed 
relation to one another. 


PowERS AND OPERATIONS OF THE MorGENTHAU BANK 


The Morgenthau plan provides (Section III) that the 
fund shall have the following powers: 


1. “To buy, sell and hold gold, currencies, bills of ex- 
change and government securities of member countries; 
to accept deposits and to earmark gold; to issue its 
own obligations and to discount or offer them for sale 
in member countries, and to act as a clearing house 
for the settling of international movements of balances, 
bills of exchange and gold.” 


The Keynes plan bank would have the same general powers, 
except that I do not find it stated in the Keynes plan that 
the fund may issue its own obligations and offer them for 
sale in member countries. 

2. To fix the rates at which it will buy and sell one 
member’s currency for another and the rates in local cur- 
rencies at which it will buy and sell gold. Changes in these 
rates can be made only by four-fifths vote, which gives the 
United States a veto power. The Keynes plan does not in- 
clude this veto power. ; 

3 and 4. To sell to the treasury of any member country 
at a rate of exchange determined by the fund currency of 
any member country which the fund holds. There are vari- 
ous qualifications on this power designed to limit the trans- 
actions to financing adverse balances of payments on current 
account, and to prevent the fund from being used for capital 
transfers. 

But 5, with the approval of four-fifths of the member 
votes, the fund may sell foreign exchange to a member 
country to facilitate transfer of capital or repayment or ad- 
justment of foreign debts. 

6 and 7. When a creditor country is “getting fed up,” 
and the fund’s holdings of the currency of the creditor coun- 
try drop low, the fund may make representations to the 


*The text of the Morgenthau plan appears in full in the New 
York Times of April 7, 1943. The Keynes plan text is issued by 
British Information Services, 30 Rockefeller Plaza, New York, dated 
April 8, 1943. 


creditor country in the effort to get more of its money. This 
Section III, 6, is to be read in connection with Section VI, 
7, to which I shall refer below, which makes it the duty of 
member countries to adopt appropriate legislation or decrees 
to carry out its undertakings to the fund and to facilitate the 
activities of the fund. 

8. Member countries are required to agree that they will 
offer to sell to the fund, for their own local currency, or 
for foreign currencies which they need, all foreign exchange 
and gold they acquire in excess of the amount they possessed 
immediately after joining the fund. They are to agree also 
to discourage the accumulation of unnecessary foreign bal- 
ances by their own nationals. 

9. The fund is to buy from the governments of the mem- 
ber countries “abnormal war balances held in the countries,” 
and to hold them for twenty-three years subject to certain 
qualifications. This is an extraordinary proposal which is 
basic also in the Keynes plan, and I shall discuss it more 
fully later. 

11. The fund shall have the power to borrow the cur- 
rency of any member country, but the Morgenthau plan 
reserves the veto power of the United States in this con- 
nection. 

12. To sell member countries’ obligations owned by the 
fund, provided that the Board representative of the country 
in which the securities are to be sold approves, and to use 
its holdings to obtain rediscounts or advances from the Cen- 
tral Bank of any country whose currency the fund requires. 

13. To invest any of its currency holdings in government 
securities and prime commercial paper of the country “of 
that currency,” provided four-fifths of the members vote 
approval. 

14. To lend to any member country its local currency 
from the fund, for one year or less, up to 75% of the 
currency of that country held by the fund, again with the 
United States veto power reserved. 

15. To levy upon member countries a pro rata share of 
the expenses of operating the fund, limited to one-tenth of 
1% of the quota of each country. 

16. The fund shall deal only with or through: 

a. the Treasury Stabilization fund or fiscal agent of 
member governments ; 

b. the Central Banks, only with the consent of the mem- 


ber of the Board representing the country in question ; 
and 


c. any international bank owned predominantly by mem- 
ber governments. 


But the fund may nevertheless, with the approval of the 
member of the Board representing the country concerned, 
sell its own securities or securities it holds directly to the 
public or to institutions of member countries. 

The foregoing statement, a compression of the United 
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States Treasury proposal, omits a number of qualifications 
on these powers. 

Both plans propose to introduce a new unit of value, a 
new money, in terms of which the international bank’s ac- 
counts are to be kept. The Keynes plan calls it “Bancor,” 
probably a combination of the word “banco” and the French 
word for gold, “or”’—with a context, however, which makes 
one very sure that whatever else it is, it isn’t gold. The Mor- 
genthau plan new unit is called “Unitas.” But this is given 
a definite meaning. It is 137 1/7 grains of fine gold, equiva- 
lent to ten United States dollars. The books of the fund 
are to be kept in terms of these international units—bancor 
for the Keynes fund or unitas for the Morgenthau fund. 
The Keynes bancor is to be given a value, to be set by the 
Governing Board later, fixed in gold “but not unalterably.” 

Both plans have provisions for restricting capital move- 
ments from country to country, and for preventing the 
withdrawal of capital previously placed in foreign countries. 
Both plans contemplate international cooperation to prevent 
these capital movements. 


SuperR-NATIONAL BRAIN-T RUST WITH AUTHORITY 


Both plans set up a super-national Brain-Trust which is 
to think for the world and to plan for the world, and to 
tell the governments of the world what to do. The Mor- 
genthau plan contains some safeguards for the United States 
not contained in the Keynes plan. In the arrangements for 
voting powers, the Keynes plan would leave the United 
States in a hopeless minority. The Morgenthau plan would 
leave the United States with a vote of one-fourth the total 
votes, still a minority, but it provides that on certain points, 
notably an alteration in the rates of exchange, a four-fifths 
vote shall be required, which would mean that the United 
States with a one-fourth vote could interpose a veto. But 
the Morgenthau plan makes it the obligation of member 
countries (Section VI, 7) “to adopt appropriate legislation 
or decrees to carry out its undertakings to the fund and to 
facilitate the activities of the fund,” which would mean 
that the fund could tell the Congress of the United States 
what to do and that the Congress would be under obligation 
to do it. With respect to this provision, VI, 7, there is no 
four-fifths vote of the fund required, and no veto on the 
part of the United States. 


Boru PLANS ARE BritisH PLANS—PURPOSES 
HiIpDEN AND AVOWED 


What are the purposes of this elaborate super-national 
machinery? What is it designed to accomplish? What is 
the need for it? Why did we never have it before? I may 
say that there are a good many hidden purposes in the pro- 
posals, purposes clear in the minds of the authors of the 
Keynes plan, though I am not so sure that they are under- 
stood by the authors of the American Treasury plan. Both 
the plans are British plans in my opinion. Both of them 
grow out of long trends in Keynesian thinking and in 
British monetary policy. I believe that both plans grow out 
of long discussions by the British financial experts and the 
representatives of the United States Treasury, that the ideas 
came from England and that our Treasury has accepted them 
in major part, though not in all. I shall discuss these hidden 
purposes at a later point. But first I wish to discuss the 
avowed and obvious purpose—that of keeping exchange rates 
fixed among the currencies of the different nations of the 
world. 


Avowep OsjeEcTIVE TO STABILIZE EXCHANGE RATES 


Now, obviously, it is a desirable thing to have stability 
in foreign exchange rates, from the standpoint of easy flow 


of foreign commerce. An American exporter selling goods 
to France for French francs obviously wishes to know how 
many dollars he is going to get for the francs when he makes 
his contract. If he is to be paid in francs at the end of three 
months, and is afraid that the francs will be worth very 
many less dollars at the end of three months than they are 
today, he will hesitate, or he will ask the French importer to 
pay him in dollars. But if the French importer is afraid that 
the dollars will be very much higher in francs three months 
later when he must buy them to pay for the goods, he also 
will hesitate, if he is a responsible man. International com- 
merce is badly crippled by instability in foreign exchange, 
just as the international commerce of the country is badly 
crippled by violent fluctuations in the value of the domestic 
currency. The country whose currency is weak and slipping 
and fluctuating is a bad place in which to do business for 
either the foreign merchant or the domestic merchant. 


THE PLANs STRIKE AT SYMPTOMS, RATHER THAN UNDER- 
LYING CAUSES, OF FINANCIAL DisoRDER 


But please observe in this connection that the instability 
in rates of exchange betweeen countries one of which has 
good money fixed in gold, and one of which has weak and 
fluctuating money, is due to an instability in the money of 
the weak country. The exchange instability is a symptom. 
The currency instability is the cause. If you attack the ex- 
change instability as your starting point, you are attacking 
the symptom rather than the cause. Let us say, rather, that 
you are attacking the symptom rather than a complex of 
causes, because behind the instability of the weak and fluctu- 
ating currency there lies a complex of causes, which include 
the finances of the government of the weak country as well 
as its strictly monetary policy. 

Fixed rates in the foreign exchanges are eminently de- 
sirable. A temperature of 98.6 in the human body is 
eminently desirable, but a rigging of the thermometer so 
that it will always record 98.6 regardless of the fluctuations 
in the temperature of a sick patient is a rather futile per- 
formance. And a rigging of the foreign exchange markets 
so that they will record fixed rates among sound and un- 
sound countries, regardless of a deterioration in the funda- 
mentals governing the values of the moneys of the unsound 
countries, merely masks the facts of financial disease and 
disorder, and defers the time when these fundamentals must 
be dealt with. 


THE WEAK PuLL Down THE STRONG 


The Keynes and Morgenthau plans propose, in substance, 
a pooling of the financial resources of the different countries 
of the world, putting the strength of the strong countries 
behind the weaker countries so that all of them appear strong. 
All of the moneys, good, bad, and hopeless, look the foreign 
exchange market level in the eye. Bad money becomes as 
good as good money—and if the process is continued long 
enough, good money becomes as bad as bad money. 


Stm1Lar PLAans Proposep 1n 1921—A CrLeartnc House 
Tuat Coutp Nor CLEAR 


These Keynes and Morgenthau proposals look very novel 
today. The fact is however that similar proposals* were 
made during the postwar boom and depression of 1920-21. 
At that time, however, they were not made by the financial 
authorities of strong governments. One came from Signor 
Tittoni of Italy, a country financially weak, with heavy 


*See “Artificial Stabilization of Exchange Condemned—Outline 
of a Fundamental Solution,” Chase Economic Bulletin, Vol. I1, No. 
1, January, 1922. 
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government deficits, with an adverse balance of trade, with 
a rapidly growing volume of bank notes, and with a very 
weak gold reserve. He proposed a foreign exchange clearing 
house, a single clearing house controlled by the various gov- 
ernments, which would monopolize all foreign exchange 
transactions. It was sufficient then to point out, however, that 
the analogy with a clearing house could not apply. A clearing 
house is an association of solvent banks, every one of which 
is able to meet its deficit at the clearing house every day with 
cash. The proposal was to create a clearing house that could 
not clear. There were proposals of an international exchange 
bank which should have exclusive control of buying and 
selling of foreign exchange, and should buy foreign exchange 
at a fixed rate. We described this bank in those days as a 
bank “in which the United States would make the deposits 
and Europe would get the loans.” We recognized that such 
a bank could maintain exchange rates at a fixed point only 
if the United States would supply unlimited dollars for pay- 
ing European exchanges. 


No New MAcHINERY NEEDED IF FUNDAMENTALS 
ARE CoRRECTED 


We knew on the one hand that unless the fundamental 
causes of the weakness of the European exchanges were cor- 
rected, the time would come when such a machinery would 
crash, with a greater or less loss to us, depending on how 
many dollars we had fed into the.machinery. We knew on 
the other hand that if the fundamental causes of the ex- 
change weaknesses in Europe were corrected, no such inter- 
national machinery would be needed, because the existing 
financial machinery of the foreign exchange market would 
make the clearances and keep things straight. 


Tue Postwar Boom Anp Crisis oF 1919-20 Due To 
ARTIFICAL SUPPORT OF FOREIGN EXCHANGE 


There was a further reason in 1921 why we gave scant 
attention and little respect to the proposals for bolstering 
the exchange rates of weak countries at the expense of the 
cash resources of the strong countries. We had just gone 
through a violent boom and a violent crash due to precisely 
that thing. The postwar boom of 1919-20 and the crisis of 
1920-21 were due to artificial strength in foreign exchange 
which masked the fundamentals and delayed the necessary 
reforms. 

This episode is of high significance in understanding the 
Keynes and Morgenthau proposals and in exhibiting their 
vices, weaknesses and dangers, and I wish to give an outline 
account of it here. 


FINANCIAL DEMORALIZATION OF CONTINENTAL 
BELLIGERENTS IN 1919-20 


The picture on the Continent of Europe after the Armis- 
tice in 1918 was roughly this: great public debts had been 
created during the war; the governments had borrowed from 
the people and had taxed the people, but had done both in- 
adequately. They had leaned heavily on the state banks of 
issue, the central banks, and the central banks, responding 
to the war needs of the government, had issued bank notes 
in gigantic quantity. They had ceased at the outbreak of 
the war to redeem these bank notes in gold. They had 
fluctuating irredeemable paper money. The revival of pro- 
duction and export in great industrial countries was sadly 
hampered by this. An agricultural country can resume its 
activities as men go home to their farms, despite bad public 
finance and bad money, but great industrial countries are 
heavily handicapped by such a situation. 

What was called for was a cessation of the public borrow- 


ing from the state bank of issue, a great increase in taxation 
and a balancing of budgets, together with the fixing of a gold 
parity for the currency and a resumption of gold payments at 
that parity. In some cases the old par might have been re- 
stored. In most cases new and much lower pars would have 
had to be adopted. But in any case the fundamental cor- 
rections called for cutting public expenditures, cessatien of 
borrowing, a balancing of budgets with taxes, and a cessation 
of the printing of bank notes. 

But this was a very hard way. The finance ministers of 
each country were faced with the problem of millions of 
soldiers returning without finding immediate work. They 
were faced with demands for pensions; they were faced with 
demands for funds to reconstruct the regions devastated by 
war; they were faced with demands for funds to feed starv- 
ing people. The people were very reluctant to pay more 
taxes and to buy government bonds. The easy way was to 
ask the state bank of issue to print bank notes, and to use 
these bank notes in meeting expenditures of the state for 
pensions and unemployment relief and rehabilitation of dev- 
astated areas. The people, in turn, could use the bank notes 
in bringing in foreign goods, as long as the foreign exchange 
markets would take them. 


Kinp oF OutsipeE Hep NEEDED—HELP CoNDITIONED ON 
INTERNAL REFORMS 


Now these war torn countries in their distress needed 
outside aid. We gave some of the weakest of them very 
speedy outside aid through Red Cross activities, and we shall 
have to do this on a great scale again. But they needed, also, 
foreign loans carefully supervised by the lender and ex- 
plicitly conditioned on drastic internal financial reforms. The 
finance minister could then have said to his parliament and 
to his people, “If we go on in our present course printing 
bank notes, running gigantic deficits, ruining our currency, 
ruining our credit, leaving our industry no good money to 
work with, watching our productive activities deteriorate as 
our finances deteriorate, ultimate ruin is sure. If, however, 
we cut our expenses, raise our taxes, tighten our money 
markets, and stabilize our currency, our outside friends will 
give us loans which will put gold into our central banks, 
which will give the treasury funds to aid immediate distress, 
and which will enable us to get on a self-supporting basis 
again. 


SucH Hetp Given Germany IN 1924, Hunoary In 1925, 
PoLaND IN 1927—AmountTs NEEDED RELATIVELY SMALL 


These things were done later after internal currency dis- 
orders had brought about intolerable domestic conditions. 
When the German mark had dropped to a trillion to one, 
Germany submitted to the Dawes Plan, submitted to outside 
supervision, raised her taxes, cut her expenditures, restored 
her currency to a gold basis and started up again. Austria 
submitted to a similar drastic change of policy when the 
crown had dropped to one fourteen-thousandth of its pre-war 
value in 1923. Hungary, in consideration of a loan, in 1924 
adopted drastic internal financial reforms, stabilized its cur- 
rency and submitted to foreign supervision of its internal 
finances under Mr Jeremiah Smith of Boston. Poland in 
1927, in consideration of a foreign loan, engaged in a similar 
house-cleaning and submitted to outside financial control 
under the supervision of the Honorable Charles S. Dewey 
who left the United States Treasury to take the job, and 
who had power to countersign the expenditures made of the 
proceeds of the loan, to see that they were used for the 
purposes agreed upon. In all these cases, the loans did good, 
and in all these cases, the figures were relatively moderate. 
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The biggest of these loans, the Dawes Plan loan to Germany 
in 1924, was approximately two hundred million dollars. 
The Austrian, Polish and Hungarian loans were very much 
smaller. Outside help, outside money, conditioned on outside 
supervision and drastic internal reforms, did good. 


But Brituions First WASTED IN SUPPORTING FOREIGN 
EXCHANGES IN 1919-20 


But these remedies, you will observe, came in 1924 and 
1927. The first help came in a form that struck directly at 
the foreign exchanges, and billions were wasted in 1919-20 
in a futile supporting of the foreign exchange rates, which 
merely deferred the problem and allowed the finance minister 
to go on with his reckless borrowing from the central bank 
and-his reckless spending. 

There were four causes of the undue strength of the for- 
eign exchange rates of Continental Europe in 1919 and 1920. 


Loans sy U. S. GovERNMENT PEGGED STERLING FROM THE 
Armistice TO Marcu 20, 1919 AND SuPPoRTED ALL 
Atiiep ExcHances Untit Jury, 1919 


The first was continued loans by the United States govern- 
ment to the governments of our Allies in Europe. Our 
Congress in 1917 had authorized the Treasury to lend our 
European Allies ten billion dollars. Approximately seven bil- 
lions of this had been loaned by the time of the Armistice. 
Nearly three billions more was loaned between the Armistice 
and June 30, 1919. In the first four months after the 
Armistice this money was used definitely in pegging sterling 
exchange. The firm of J. P. Morgan, acting for the British 
Government, and using the dollars drawn from the United 
States Treasury, was buying all the sterling offered in the 
market and holding sterling at a fixed rate. Others of our 
European Allies were receiving loans also from the United 
States Treasury, which they used in supporting their cur- 
rencies in the foreign exchange markets. We had in the first 
four months after the Armistice exactly what the Keynes 
and Morgenthau plans would seek to accomplish in the next 
postwar period—the actual pegging of exchange rates by 
using funds lent by the strong country, the United States. 

Four months after the Armistice J. P. Morgan & Com- 
pany announced that they would no longer buy sterling and 
there was a sharp drop in the price of sterling exchange and 
in the exchanges of all the Continental countries. But the 
Continental currencies continued to be far higher in the 
foreign exchange markets than the fundamentals justified. 
The loans from our government to European governments 
continued to provide funds with which these currencies were 
artifically supported, even though not actually stabilized.* 

The post-Armistice strength of the foreign exchange rates 
was due, first, to the actual pegging of exchange for over 
four months with funds drawn from the United States 
Treasury and handled through J. P. Morgan & Company 


*1 think it proper to say that virtually all of the post-Armistice 
loans were used in this way. There was the need for dollars to 
liquidate the cancelled war contracts between European govern- 
ments and American industries. But Europe had at the beginning 
of 1919 approximately seven hundred million dollars of American 
balances growing out of loans that had been previously made by 
our government. Vhe cancelled war contracts required somewhere 
between a half billion and a billion dollars. At the most, Europe 
needed not over three hundred million of the post-Armistice loans 
to use for cancelled war contracts. The present writer made a very 
careful study of this matter in 1920 when he was writing the Chase 
Economic Bulletin, Volume 1, Number 1, October 5, 1920, called 
“Three and a Half Billion Dollar Floating Debt of Europe to Pri- 
vate Creditors in America.” This Bulletin together with the Chase 
Economic Bulletin of February 28, 1921, called “The Return to 
Normal” gives a very full account of the postwar boom and crisis, 
and the causes responsible for them. 


and, second, to the continuance of loans by the Treasury to 
European governments through June 30, 1919. This support 
was enough to stop the postwar liquidation and reaction and 
to turn us from reaction into a violent boom. Our exports 
and our export balances grew by leaps and bounds. We 
continued to drain the country of goods, and at rising prices. 
Our export balance of January, 1919, was 410 million 
dollars. Our exports continued on a gigantic scale. In June 
our export surplus rose to 625 million dollars, of which 592 
million dollars was to Europe alone. In the year and seven 
months, January, 1919, to July, 1920, inclusive, we sent 
Europe six billion 350 million dollars worth of goods more 
than we received back from her. The Continent of Europe 
was flat on its back, was buying without limit of price or 
quantity all that she could get from us with her rapidly 
ee paper money offered in the foreign exchange mar- 
<ets. 

Of course we had a boom. Of course prices rose. Com- 
modity prices had reached a peak of 207% of pre-war prices 
in November, 1918. They reacted moderately down to 
March, 1919. Then they turned up under the influence of 
this terrific selling to Europe on credit to a new high of 
248% in May of 1920. 

Funds drawn from the United States Treasury to support 
the exchanges will account for nearly three billion dollars of 
this. Where did the rest come from? Again, from the undue 
strength of the Continental exchanges. There was another 
factor in the strength of the Continental exchanges which 
does not and cannot exist today. This was the prestige of 
governments and of paper moneys among the peoples of the 
world. Governments had kept faith in pre-war days amaz- 
ingly well. Governments had been responsible. It was not 
believed that the government of a great country would let 
its currency deteriorate indefinitely. When exchange rates 
went low, speculators and even financial institutions over the 
world were disposed to look on them as bargains and be- 
lieved that they would come back. 


BriTAIn TAKES Over THE LoAaD WHEN OurR GOVERN- 
MENT Drops Out, 1919-20 


With the cessation of our Treasury loans to our European 
Allies, it seemed a reasonable expectation that the currencies 
of the weaker countries would go down rapidly and their 
ability to buy from us would speedily cease. Of all the 
belligerents of Europe, Great Britain only had got her fi- 
nancial house in order. She was balancing her budget. She 
looked forward to the return to gold at the old par. Con- 
fidence in Britain was high throughout the financial world. 
There was increasing concern in New York regarding 
France, Italy, Belgium, and virtually all the other belliger- 
ents of Europe. But the buying power of the weak countries 
continued and although the exchange rates went lower, they 
all moved together. Sterling weakened with the other ex- 
changes, and the other exchanges continued abnormally 
strong. Our boom went on. Exports continued, not only to 
Britain but also to the Continent. Prices in the United 
States continued to rises. 

The explanation finally became clear. 

The point was that England had interposed her vast finan- 
cial strength and financial prestige between us and the 
Continent.* England was buying goods here with sterling or 
with borrowed dollars to sell on the Continent for francs, 
lire and marks, and the British foreign exchange market was 
buying the francs, and the lire which came to our New York 


*This point appears in print first in some paragraphs I wrote for 
Commerce Monthly, issued by the National Bank of Commerce in 
New York, January, 1920, pages 19-20. 
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foreign exchange market as we made direct shipments against 
francs and lire to France and Italy, etc. It was not a 
pegging of Continental exchange, but it was a support of 
Continental exchange by the financial strength and prestige 
of Great Britain. The boom went on until at last the de- 
terioration of Europe’s internal finances became unendurable, 
until we and Britain both ceased to take readily the weak ex- 
changes of the Continent, until we ceased to be willing to 
increase our holdings of sterling or to increase our credits to 
England. Then we and England cut our losses, the boom 
was over, the great collapse came, American commodity 
prices dropped from 248 in May of 1920 to 141 in August 
of 1921, and the Continent of Europe was in worse financial 
position by far than it had been at the time of the Armistice. 


ONE OF Lorp KeyYNeEs’s HipDEN PURPOSES 


The Keynes plan is evidently drawn with some recollection 
of this episode in mind. Section 14 of the Keynes plan offers 
as an argument for the plan that 


“This would give everyone the great assistance of multi- 
lateral clearing, whereby (for example) Great Britain 
could offset favourable balances arising out of her exports 
to Europe against unfavourable balances due to the United 
States or South America or elsewhere. How, indeed, can 
any country hope to start up trade with Europe during the 
relief and reconstruction period on any other terms?” 


It would have been very nice for England if the proposed 
Keynes or Morgenthau arrangements had been in existence 
during the boom of 1919-20, when England was buying in 
the United States with dollar obligations and sterling, and 
reselling at what looked like a profit to the Continent for 
francs, lire, marks, and so on. As things were she gave us 
her good dollar obligations and her pretty good sterling for 
the goods we sent, and she got the bad francs, lire, marks, 
Greek drachmae, etc., in exchange for the goods. Her ex- 
pected profits turned out to be losses. But if there had only 
been an international fund into which she could have poured 
the francs and the lire and the drachmae as constituting 
liquidation in full for her sterling and dollar obligations to 
the United States, and she had prudently remained net 
debtor to the fund, then she would have had her profits clear 
of risk. We should have given up goods, and we should have 
received in return a share in an international fund diluted 
and deteriorated by bad drachmae, bad franc and bad lire. 


WE SuHoutp Have Hap our READJUSTMENT 
AT THE END OF THE WAR 


Now there are a number of things to be said about this 
episode. The first is that we should have done far better to 
have taken our licking at the end of the war than to wait 
for nearly two years to get it. Everybody was braced for 
reaction and liquidation when the Armistice came. Our 
industries and our banks were financially strong. Readjust- 
ment would have been severe but nothing like as severe as it 
was when it came two years later. 

After our government ceased to support the exchanges, 
private creditors in the United States provided an additional 
three and a half billion dollars* to pour into the vortex. We 
had immense expansion of bank credit in financing the export 
trade on credit, and in financing the accompanying boom 
phenomena in the United States. We had a frantic specula- 
tion in farm lands, centered in Iowa, that would not have 
occurred had the reaction come following the Armistice. We 


*“Three and a Half Billion Dollar Floating Debt of Europe to 
Private Creditors in the United States,” The Chase Economic Bul- 
letin, Vol. 1, No. 1, Oct. 5, 1920. 


had an immense increase in agricultural debt in 1919 and 
1920. We would have done far better to have faced reality 
at the end of the war. 


Loans To Support ExcHANGE Dip No Goop 


Second, I repeat, that all this vast credit to Europe used 
in supporting the exchange did no good. Continental Europe 
was in far worse financial and industrial position at the end 
of it than at the beginning. The finance ministers used the 
easy way so long as the outside world would take their cur- 
rencies in the exchange markets. 

Third, England had terrific losses. She would have done 
far better to have made her readjustment in the winter of 


1918-19. 


Mucu SMALLER LOANS, CONDITIONED ON FINANCIAL 
ReForMs, WouLtp Have So_vep PROBLEM 


Finally, very much smaller sums of money lent to Europe 
with discrimination and care, and conditioned on adequate 
financial and currency reforms on the Continent, would have 
turned the Continent of Europe up again, as indeed ve.y 
much smaller loans, carefully supervised, given to the weakest 
countries individually did turn the tide at a later date. 

Very much smaller loans would have meant, for one thing, 
that Europe would have bought only what she needed. She 
would have bought foods. She would have bought raw ma- 
terials. She would have bought other things essential to set 
her industries going. She would have developed her indus- 
trial power and her power to export and would have been in 
a position to send us a back-flow of manufactured goods in 
return for the needed foods and raw material. As it was she 
sent us, through the whole of this period, a pitifully small 
volume of goods, and she bought from us a high percentage 
of the manufactured goods which she ought to have been 
producing herself. Our exports to Europe in 1919-20 ran 
very high in finished manufactures, including luxuries. The 
expisode did nobody any good. It weakened the world. 

The Keynes and Morgenthau plans, if carried through, 
would repeat this epiode, on a vaster scale. We should pour 
American dollars into the international fund which it would 
use in supporting the exchanges of all weaker countries. 
We should export goods. We should have a boom based on 
the export of goods. We should finally “get fed up” with the 
drains on our dollars. We should cease to supply the un- 
limited dollars. The fund would deteriorate. The ex- 
changes would crack. The exports would drop violently, 
and we should have another crisis of 1920-21. 

The Keynes-Morgenthau plan puts the cart before the 
horse. It strikes at the symptom. It does not deal with the 
fundamentals. 


KEYNES AND MorGENTHAU versus THE REp Cross 


Now we must recognize frankly that there will be coun- 
tries on the Continent of Europe so stricken, so demoralized 
after the war that they will have no credit with which to 
buy goods, and that we and other countries which have sur- 
pluses must engage in an immense act of charity to help keep 
them alive. We should do this by Red Cross methods and on 
Red Cross lines. We should not call it loans, because we 
shall not get the money back. We should call it gifts and 
charity. We should know exactly what we are doing and we 
should mark it off our books forthwith. 

We should limit the amount of it. We cannot feed the 
world. We cannot support the world. We can help. In 
every country, from the beginning, the government should 
be encouraged to be responsible, and their own people should 
be expected to do the main job. Of course the standard of 
life in Europe will be low when the war is over. Anyone 
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who supposes that the world can go through the devastation 
of this war, and come out with a high standard of life, is 
dealing in fantasies. 

The Keynes-Morgenthau plan would make Red Cross 
work unnecessary—for a time. The weakest and most deva- 
stated of the Continental countries would have its quota in 
the international exchange stabilization fund. All countries 
would start with drawing power upon this fund. Under 
these circumstances the Finance Minister of each country 
would feed his own people instead of calling on the outside 
Red Cross. He could do it by printing bank notes, and while 
the quota lasted no Red Cross would be needed. 

I would say that even in giving Red Cross aid to a stricken 
country, we should make strong representations to the gov- 
ernments of those countries directed toward the rehabilita- 
tion of their internal finances and currencies. Gifts, as well 
as loans, should do the recipient permanent good. 


Born Keynes AND MorGENTHAU PLANS PUT THE 
BorrRoweERS IN CONTROL OF THE LENDING 


Both the Keynes and Morgenthau plans put international 
lending into the hands of debtors. 

The one great country which will be in a position to ex- 
tend credits in the postwar period will be the United States. 
Some other countries, as Sweden, Switzerland, and the Ar- 
gentine may be in a posion to give some credits, but the 
majority control of the fund would be in the hands of the 
debtors, including Great Britain, even though the Morgen- 
thau plan reserves a veto on certain points for the United 
States. Strong and weak alike, debtor and creditor alike, 
pool their resources and the debtors decide how to lend them. 
Now this, I submit, is an unnatural and an unsound arrange- 
ment in principle. If credits are to be safe, the creditor must 
be in a position to protect himself, and must be in a position 
to impose conditions that will make the credit safe. 

When a would-be borrower is strong and in a good credit 
position he meets no unusual terms at his bank. Other banks 
would be glad to have the business. But when a borrower is 
weak and needs emergency help, a bank, if it lends at all, 
will make sure that there is such a reform in the borrower’s 
position that the loan will be good and will do good. A bank, 
a majority of whose board of directors are impecunious 
debtors to the bank and all of whom are eager to borrow 
more, would very speedily become a ruined bank. It is this 
kind of bank which both the Keynes and Morgenthau plans 
would create. 


We SHouLpD Do Our Own LENDING 


If we are going to lend to Europe in the postwar period, 
we should do it ourselves and not through an international 
institution. We should impose sound conditions to make the 
credit good. We should not impose selfish conditions. We 
should not impose capricious conditions. But we should im- 
pose conditions which will assure the return of solvency to 
the borrower, the balancing of the borrower’s budget, and the 
stabilizing of his currency at a rate that can be maintained 
against gold. We may well make specific gold loans to put 
vold in the reserves of the central bank of the country we 
are aiding. We should simultaneously insist upon a money 
' market policy in the country, including firm discount rates, 
which will protect the gold. 

The gold standard itself is a powerful deterrent to ex- 
cessive imports on the part of a country, and a powerful force 
working for an adequate volume of exports. Under the 
workings of the gold standard, an excess of imports tends to 
drain away a country’s gold. The responsible central bank, 
obliged to redeem its currency in gold, thereupon raises its 
discount rate and restricts credit. The restriction of credit 


to importers checks their purchases of foreign goods. Imports 
are reduced. The restriction of credit to exporters hastens 
the sale of goods to foreign countries and compels them to 
make the necessary price reductions to get goods out. 


KEYNES-MoRGENTHAU PLAN Dozs Not Reourre BupcGET 
BALANCING oR Firm Discount RATES 


Now, both the Keynes and Morgenthau plans have some 
suggestions as to dealing with weak countries which are 
using up their quotas too rapidly, and general statements 
regarding appropriate measures which the fund may take, 
but neither of them says anything about balancing internal 
budgets and neither of them says anything about firm dis- 
count rates to protect a currency. 

On the contrary, it is in the spirit of both plans to make 
these unnecessary, as the following two sections will show. 


Bot MorGeNTHAU AND KEeyNeEs PLANs ARE CHEAP 
Money PLans 


High interest rates are anathema to Mr. Keynes and high 
interest rates are anathema to Mr. Morgenthau. Our pres- 
ent government borrowing policy in financing a great war at 
rates of interest exceedingly low are made possible only by 
a constant expansion of bank credit. Money can be got at 
these low rates from the banks, but cannot be got from in- 
vestors in adequate volume at these rates. The low rates of 
interest on bank loans, moreover, are made possible only by 
continuing purchases of government securities by the Federal 
Reserve banks themselves, enlarging the base on which bank 
expansion takes place. Our pre-war policy from 1933 on, 
following Lord Keyne’s monetary philosophy, was of the 
same character. Bank expansion was to supply the govern- 
ment with money, and the banks had their reserves enlarged 
by Federal Reserve purchases of government securities, by 
United States Treasury purchases of silver, and by gold 
flowing in from foreign countries. Lord Keyne’s objection 
to the gold standard, rests in large part upon the fact that 
it is a restrictive standard. He wishes bank credit to expand 
freely against government deficit borrowing, because he sees 
no other way to make prosperity and full employment. The 
gold standard is a restrictive standard. It operates power- 
fully to hold undue credit expansion down. It compels read- 
justment and liquidation when unsound tendencies exhibit 
themselves. That is to my mind one of its greatest merits. 
It is to Lord Keyne’s mind its great demerit. 

The Keynes and Morgenthau plans both would create 
new currencies which would be additional to gold in the re- 
serves of the central banks or of the various government 
treasuries. The liabilities of the international bank would 
function as if they were gold assets in the hands of the in- 
stitutions which held them. They would relieve pressure on 
money markets everywhere, and remove or reduce the neces- 
sity for credit restraint through high interest rates. 


INTERNATIONAL REDISCOUNT RATE AT 1% 


Finally we have the remarkable circumstance in connec- 
tion with both these plans that the international bank is to 
give its credit within the quotas without any charge at all 
and that when quotas are exceeded, it is to give its credit at 
a discount rate of 1%. Now this from the standpoint of the 
principles of sound central banking is utterly grotesque. A 
central bank should have its discount rate above the market 
rate. It should not make it possible for a member bank to 
rediscount in order to lend at a profit, and it should not 
give free credit at all. But here we have created a new 
central bank for the world, a new bank of rediscount for the 
world which, lending to central banks or government treas- 
uries money which functions as ultimate reserve moneys, 
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lends part of it at no charge and the rest at 1%. No more 
powerful instrument of world inflation could be devised. It 
would be an instrument for world inflation—an inflation 
which would move progressively until the stronger countries, 
alarmed at the quality of the fund, and alarmed at the in- 
flationary phenomena within their own borders, ceased giv- 
ing credit to the fund, pulled up, and cut their losses. 

It is not to be expected that a fund constituted in this 
way, and managed by the debtor countries, would impose 
any adequate restrictions on fiscal deficits within the member 
countries, or require firm money rates within the member 
countries. 

“ABNORMAL War BALANCES” 

The term “abnormal war balances” as used in the Morgen- 
thau plan is not defined. I am assuming that it has the same 
meaning as the term “abnormal balances in overseas owner- 
ship held in various countries at the end of the war” used 
in section 34 of the Keynes plan, which follows: 


“The position of abnormal balances in overseas owner- 
ship held in various countries at the end of the war 
presents a problem of considerable importance and spe- 
cial difficulty. A country in which a large volume of 
such balances is held could not, unless it is in a creditor 
position, afford the risk of having to redeem them in 
bancor on a substantial scale, if this would have the 
effect of depleting its bancor resources at the outset. At 
the same time, it is very desirable that the countries 
owning these balances should be able to regard them as 
liquid, at any rate over and above the amounts which 
they can afford to lock up under an agreed programme 
of funding or long-term expenditure. Perhaps there 
should be some special over-riding provision for dealing 
with the transitional period only by which, through the 
aid of the Clearing Union, such balances would remain 
liquid and convertible into bancor by the creditor coun- 
try whilst there would be no corresponding strain on the 
bancor resources of the debtor country, or, at any rate, 
the resulting strain would be spread over a period.” 


ANOTHER HIDDEN PURPOSE 


We come here to one of the hidden purposes of the Keynes 
plan which our Treasury has swallowed whole, and for 
which our Treasury plan has worked out a definite solution. 
Lord Keynes is here proposing to transform Great Britain 
from the position of a very embarassed debtor to the position 
of a strong and aggresive creditor, at the expense of the 
United States. What are these abnormal balances which 
debtors must not pay back to their owners, but which the 
owners are somehow going to be able to use as if they were 
liquid cash? How were they created? By what right can 
they be withheld from their lawful owners when the war 
is over? England is one great debtor of these balances. The 
United States are the other. 


BrITAIN’s EMBARRASSING BLOCKED DEBTs 


British banks held large deposits in sterling when the war 
broke out, due to foreign central banks in the so-called 
sterling area i. e. the British Dominions on a sterling basis 
and Scandinavian and Baltic countries which had followed 
England off the gold standard and had chosen to let their 
exchanges fluctuate with sterling. They believed, as a matter 
of course, that they could sell their sterling balances at any 
time, expecting them to be transferable freely on the books 
of the British banks at the order of the owner of the balances. 

These “abnormal balances” include refugee money. In 
part they represent gold that was sent by confiding outsiders 
to England to be sold in the British gold market for sterling. 
In part they are supposed to represent goods shipped to Eng- 


ag ei a Bas 


land, during the war, with payments made in sterling, but 
with the sterling balances subsequently blocked so that they 
could not be transferred. 

I have been unable to get figures even approximating the 
exact amounts, and I find a similar inability to get any esti- 
mate on the part of a great New York bank. My impression 
is, however, that the volume of this has grown rather than 
diminished during the war, and that restrictions on foreign 
exchange transactions in England, and ever growing restric- 
tions on the transfer of foreign owned balances from one 
account to another, have tied up these funds in great volume 
so that the outside owner cannot use them. He cannot get 
gold out of England for them. He cannot exchange them in 
England for the currency of his own country, and he cannot 
even sell them in outside markets for whatever figure they 
will bring. They are blocked. 

Now we are similiar holders, in much greater amount, of 
money which came to us for safety from Europe as Hitler’s 
strength grew. Much of it came to us in actual gold. And 
much gold came to us under Gresham’s Law after our de 
facto stabilization in early 1934. We had, to be sure, a very 
imperfect gold stabilization, but England had none at all, 
and gold left places which were more unsafe to come to a 
place which looked safer. 


“Hor Money” 


In the period from 1931 on there was a great deal of “hot 
money,” nervous money, jumping about from place to place 
seeking safety. The origin of this money was in the excessive 
bank expansion of the 1920’s. Bank balances had risen tre- 
mendously under the cheap money policy of the 1920's. 
Sterling had been over-expanded. The British banks had 
made loans which created new sterling deposits far in excess 
of what was justified by the gold reserve position of the 
Bank of England, and foreigners had got hold of these 
sterling balances because England had spent them abroad or‘ 
had loaned them abroad. We had over-expanded credit in 
the 1920’s, creating very excessive dollar deposits, and a great 
many of these were in foreign hands because we had made 
excessive dollar loans to foreign countries. 

When the foreigner tried to cash in these excessive British 
liabilities for gold in 1931, England quit paying gold and 
went off the gold standard, but the balances remained on the 
books of the British banks and the balances even grew as 
gold came to England from India and other places to buy 
sterling when sterling went low. The excessive amount is 
due primarily to the excessive expansion of credit in the 
’20’s. The nervousness of the funds is due to the deteriora- 
tion in quality of this excessive credit, and to the abandon- 
ment of gold. 

If, after the war, England removes exchange restrictions, 
and the owners of these balances are free to sell them for 
what they will bring, the fear is that sterling will break to 
very low levels. The fear is that England will not have 
enough gold to protect sterling except at very low levels. 
The fear is that England will have to turn to the United 
States for financial aid, or may be obliged to deal with Credi- 
tors whom she cannot pay, as an embarrassed debtor usually 
does. England is proud and does not wish to occupy this 
position. 


Tue Funp To TAKE Over BritAain’s Depts 


The proposal therefore in the Keynes and Morgenthau 
plans is that the international bank shall take over these 
abnormal balances for prolonged periods, and create new 
credits in bancor or unitas which the countries who hold 
these balances in England may use as liquid cash for inter- 
national purchases. England, relieved of the pressure of 
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these debts would then be in a strong position, The pro- 
posal is further that the governments of the world shall unite 
to prevent capital transfers, making it somehow discredit- 
able for creditors to want their money. And the proposal 
would put us, with our gigantic sums of gold, in the position 
of practicing the same thing, because we also hold these 
‘abnormal balances.” 


By Wuat Ricutr Can WE or BriTAIN REFUSE TO Pay 
Our INTERNATIONAL DestTs? 


Now, I ask by what right the United States could refuse 
to pay in gold those foreigners who have trusted us with 
their nervous money, or those who have sent us their gold 
to escape Hitler? There is supposed to be a great deal of 
gold of the Bank of France in the United States. By what 
right could we withhold it from the Bank of France in a 
France under a government recognized by our government? 
By what right can England withhold the funds which came 
to her from the sterling bloc which she so encouraged after 
she left the gold standard? British financial writers have 
even scolded this sterling bloc. I quote the following from 
the London Economist of September 2, 1939, page 452. 


“The fall in sterling is an international as well as a 
domestic problem. Its international character has al- 
ready been reflected in the realignment of currencies 
formerly adhering to the fairly compact sterling bloc, 
of which the details will be found in a subsequent note. 
All that need be said of the incipient distintegration of 
the bloc is that it is unfortunate in so far as it may be 
the prelude to increased exchange instability, but that 
from the point of view of sterling it is not an unmixed 
evil. For some years past the British Exchange Equal- 
isation Account had found to its cost that the adherence 
of certain foreign countries to the sterling bloc had been 
a factor of instability and not of strength. Many sterl- 
ing bloc countries have panicked into and then out of 
sterling with the abandon of the most highly-strung 
speculator. Some of the hottest of London’s hot money 
has consisted of the sterling reserves of the sterling bloc, 
and their partial disappearance will not be altogether 
a loss.” 


There are various comments to be made on this passage. 
One is that it is evidence enough that there is no stability in 
a currency unanchored to gold, and that the British Equaliza- 
tion had found this out to its cost for several years before 
the outbreak of the war. But the other is that it throws 
light upon the character of these abnormal balances which 
Lord Keynes and Mr. Morgenthau propose to relieve Eng- 
land of the necessity of paying. 

Gold is supposed to have come to England after the in- 
vasion of Norway from the Central Bank of Norway, car- 
ried through the streets of Oslo in small amounts, and taken 
out in small ships. May England withhold this from the 
National Bank of Norway as an “abnormal war balance” 
when Norway seeks to resume her strength? Or may Eng- 
land force the National Bank of Norway to take instead of 
the gold a dubious credit in an international bank in terms 
of “bancor” or “unitas” for part of it? 

The world will have great confidence in the long run 
future of Great Britain when this war is over and we and 
Britain are victors. The world will show forbearance for 
England’s financial difficulties if England faces them 
squarely. Let England pay those who have trusted her, if 
she can. If she cannot, let her tell her creditors the facts 
and let her ask their indulgence and let her make agree- 
ments with them. 

We for our part are entitled to no indulgence whatever 


with respect to these abnormal balances. They belong to 
their owners. We have plenty of gold. We can pay them 
and we should pay them even if we tighten our money 
markets in the process. 

Something must be done toward creating a new confidence 
in the world that great governments and central banks are 
going to respect their obligations and do their best to pay 
them. We must not create a great international financial 
machinery the purpose of which is to let bankrupts ride with 
heads high on the shoulders of the solvent. 


Itt1i9Urp AssETs FoR CENTRAL BANKS 


The provision of the Morgenthau plan goes into great 
detail for dealing with these “abnormal balances.”’ Countries 
are to cooperate to prevent their being transferred, but the 
countries which own them may sell them to the international 
fund, and the international fund is gradually to be paid off 
up to 80% of these balances by the end of twenty-three years, 
at which time it will still hold 20% of them. The inter- 
national fund is to get 2% interest on the balances it holds, 
one-half paid by the country which sells them and one-half 
paid by the country which owes them. The volume of inter- 
national currency, unitas or bancor, will thus expand against 
these illiquid balances at a discount rate of 2%. 

Our Federal Reserve system is allowed to take commercial 
paper running only sixty days. In general, central banks are 
supposed to take only the prime paper of the country in 
which they operate and paper of a very short maturity. This 
international bank of rediscount is to give credit at 2% on 
twenty-three year loans and hold 20% of the loans indefi- 
nitely thereafter. The violation of sound financial principles 
could hardly go further. 


THE CoMPOSITION OF THE INTERNATIONAL FUND—How 
THE FuNp WouLp WorkK 


The Keynes bancor fund starts out with neither assets nor 
liabilities. At the opening of its books on the first morning 
of its existence it would show assets of zero and liabilities 
of zero. We may assume that the transactions on the first 
day involved the sale to the fund by the Stabilization Fund 
of the United States of ten million dollars worth of French 
francs, francs which had been created by the export of goods 
from America to France, in the form of an order to pay 
francs drawn on a French importer, a bill of exchange. These 
francs were then sold by the American exporter to his bank, 
which in turn sold them to the Federal Reserve Bank, which 
in turn sold them to the Stabilization Fund, which in turn 
sold them to the international fund. The international fund 
would pay for these francs by giving a deposit credit in 
bancor to the United States Stabilization Fund equivalent 
to ten million dollars. We may assume that the fund 
would then sell the francs it had purchased to the Bank of 
France, requiring payment in bancor. The Bank of France 
has no bancor, but it has an overdraft privilege with the 
fund. The fund thereupon debits the Bank of France in 
bancor in an amount equivalent to ten million dollars, and 
turns the francs over to it. If these are the only transactions 
of the day, the books of the international fund would show 
at the end of the day deposits in bancor equivalent to ten 
million dollars due to the United States Stabilization Fund, 
and loans (or overdrafts) to the Bank of France equivalent 
to ten million dollars in bancor. The books would balance. 
We should be creditor to the fund, France would be debtor. 

What could we do with the bancor? We could not get 
gold for them. The fund has no gold and in any case the 
Keynes plan provides that the bancor shall never be redeemed 
in gold. We do not want the one asset which the fund has, 
namely, a loan in bancor to the Bank of France. The only 

















Benjamin M. Anderson 


495 





use we could make of our deposit in bancor is to transfer 
it to the central bank or the exchange stabilization fund or 
the treasury of some other country to which we happened 
to owe money, and which was also a participant in the fund. 
There would presumably be no such country when the fund 
started. Very speedily the fund would accumulate a big 
balance sheet, as we exported goods to weak countries, re- 
ceiving our pay in bancor deposits on the books of the fund, 
and the fund took in the liabilities of the importing countries. 

A fund starting with nothing is rather more than Mr. 
Morgenthau could stomach, evidently. He wanted a fund 
with some real resources. He had provided that the fund shall 
be constituted by each country putting something in to start 
with. The fund is to start with at least two billion five hun- 
dred million dollars, being half of the aggregate quotas of 
the member countries which is to be not less than five billion 
dollars. The amount to be paid in by each country at the 
beginning should consist of 121%4% of its quota in gold, 
124% of its quota in local currency and 25% of its own 
(i.e. government) securities, except, however, that countries 
having less than three hundred million dollars in gold and 
countries having less than one hundred million dollars in 
gold need provide initially only 712% and 5%, respectively, 
of their quotas in gold. 

Mr. Morgenthau’s fund is thus a curious mixture of assets 
and liabilities. The gold put in, and the dollars which we 
should put in would be assets of the fund, from the stand- 
point of the international balance sheet, exceedingly helpful 
to the fund in meeting liabilities. —The French francs, Greek 
drachmae, and pounds sterling put into the fund would 
hardly be elements of strength from the standpoint of the 
international stabilization of exchange. The bonds which 
the government of France and the government of Greece put 
into the fund would serve to dilute the fund rather than to 
strengthen it. But in all events, Mr. Morgenthau would 
have an aggregate of gold and pieces of paper all of which 
he could measure in dollars, and all of which he could 
measure in unitas. 

The operation of the fund under Mr. Morgenthau’s plan 
would be essentially like those under the Keynes plan. If 
we sold French francs, we would get unitas deposits as 
credits. The Bank of France buys francs from the fund and 
gets a loan in unitas or it has an overdraft with the fund. 


Two Kinps oF Unitas Deposits 


The Morgenthau plan provides that deposits in terms of 
unitas may be accepted by the fund from member countries 
upon the delivery of gold to the fund, and shall be trans- 
ferable and redeemable in gold, and that the fund shall main- 
tain 100% reserve in gold against all unitas deposits. I be- 
lieve that this last provision is quite impossible. Unitas de- 
posits will arise whenever a creditor country sells foreign 
exchange to the fund, and gets credit therefor on the fund’s 
books. Unitas deposits must greatly exceed the fund’s gold. 
We should speedily have two kinds of unitas deposits, one 
with 100% reserve redeemable in gold, and the other, the 
ordinary unitas, with a much smaller reserve of gold and 
not necessarily redeemable in gold. The latter could be ex- 
pected to go to a discount as compared with the former. I 
think that the American plan has not been well thought out. 
The Keynes plan on this point has at least the merit of con- 
sistency. All bancor are of the same kind, and all are of 
dubious quality. 


THE INTERNATIONAL FUND, AND DoMESTIC 
Money Market ContTrRou 


The foregoing account of actual transactions in the plan 
reveal a point which I think our Treasury has not under- 


stood, namely, that to the extent that our Federal Reserve 
bank or our Stabilization Fund handles the foreign exchange 
transactions of the country through the international fund, 
we affect our domestic money market in an undesirable man- 
ner. If we are exporting heavily, and our Stabilization 
Fund is buying foreign exchange here to sell to the inter- 
national fund for unitas deposits, we are simultaneously cre- 
ating additional bank reserves in the United States, and 
making the money market easier. If the Federal Reserve 
Banks buy foreign exchange they pay for it with checks on 
themselves, and the effect is the same as if they were buying 
government securities or acceptances or anything else. These 
checks deposited in member banks are by them re-deposited 
in the Federal Reserve banks, increasing the reserve balances 
of the member banks, and making the money market easier. 
The same thing is true if the Stabilization Fund deals di- 
rectly with the foreign exchange market. Its assets are gold. 
It puts the gold or gold certificates into the Federal Reserve 
banks, to get the dollars with which to buy the foreign 
exchange. It pays for the foreign exchange with checks on 
the Federal Reserve banks and this increases member bank 
reserves. The ability of the country as a whole to expand 
credit at home increases the more we extend credit to for- 
eign countries. 

This obviously suggests that something is wrong. The 
thing that is wrong is for central banks or governmental 
stabilization funds to be the main instrumentality in foreign 
lending. If member banks buy foreign exchange, paying for 
it with deposit credits, they increase their deposits while their 
reserves do not increase, and their ability to lend further is 
diminished thereby. This is as it should be. We ought not 
to buy too much foreign exchange. We ought not to export 
too much on short credit. The really desirable way to get 
needed money for foreign countries is not to get it from 
either the banks or the Federal Reserve Banks or the Stabil- 
ization Fund, but to get it from private investors out of the 
savings of the people. We ought not to finance a one-sided 
flow of exports on short credits. Long credits should be 
given by investor’s money, under carefully restricted condi- 
tions as indicated above. 


OUTLINE OF A FUNDAMENTAL SOLUTION 


I condemn the Morgenthau and Keynes plans in toto as 
putting the cart before the horse, as encouraging rather than 
checking unsound tendencies in Europe, and as introducing 
new unsound tendencies at home. We want foreign exchange 
stabilization, but we can get it only as part of a much more 
comprehensive treatment of fundamental disorders. We must 
make foreign loans, but we must condition them on internal 
financial and currency reforms in the countries to which we 
lend. These loans should be made with investor’s money 
rather than with reserve money. The government has no 
money except as it taxes the people, or as it borrows from 
the banks or the people. The first financial aid must be 
governmental because the risks are too great for private 
capital to be willing to venture. But as I have indicated 
above, the first aid should be Red Cross aid rather than 
loans. No loans should be made that are not good, and 
none should be made without strict conditions. 

The government must act first, not merely in Red Cross 
activities, but also in creating a strong, safe peace, a peace 
that we can believe will be permanent. Had we followed 
Woodrow Wilson’s plan in 1919, we should have had such 
a peace. We should have had a strong and upright League 
of Nations which, combining strength with justice, would 
have pacified the world. The first foundation of interna- 
tional credit must be a strong political settlement, not a 
financial patchwork. 
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Then, as a vital part of world reconstruction, we must 
turn toward freer trade throughout the world, so that debtor 
countries needing to pay can pay with goods, so that creditor 
countries receiving pay can receive goods, so that the coun- 
tries of Continental Europe, needing food and raw materials 
from us, can pay for them with dollars, not obtained by 
borrowing but by working and sending us their finished 
manufactures in exchange for the raw materials and foods. 

At this point, I congratulate the Chamber of Commerce 
of Los Angeles upon the endorsement which it has given to 
Secretary Hull’s request for a renewal of his power to nego- 
tiate reciprocal reduction of tariffs throughout the world. 
You have shown yourselves to be realists. We want to ex- 
port goods and be paid for them by goods coming back. We 
do not wish again to export vast quantities of goods against 
promises to pay, and then refuse payment in the only way in 
which the debtor can pay, namely, with goods. The great 
causes for the break down of international credit in 1931 
were > 


1. The excess amount of such credit created by cheap 
money policy in the ’20’s; and 


2. The great growing fabric of tariffs and other trade 
impediments which prevented the movement of goods 
and threw the whole burden of payment of interna- 
tional debts upon gold. 


Given real progress along these lines, however, I am satis- 
fied that we can get investor’s money in adequate amount 
for the loans that Europe needs and ought to have. 

I cannot at all accept the proposition recently made by 
Mr. Harry D. White of the United States Treasury*, sup- 


posed author of the Morgenthau plan, that it is futile to 
look to the private investors to supply more than a small 
part of what capital is needed for the more urgent post-war 
reconstruction needs and that it must be handled by govern- 
ments. In this same statement Mr. White refers to the 
billions of dollars of foreign exchange needed for this pur- 
pose. I think that the United States Treasury has come 
into an unreal world through the ease with which it has 
been able to borrow money from the banks in recent years. 
Money it can create this way. Capital is another story. And 
surely we must pull up speedily in this terrific use of bank 
credit. 

In this connection, however, one thing is to be said. The 
bank expansion which has already taken place has put into 
the hands of private individuals billions and billions of 
dollars of bank deposits in excess of anything they ever previ- 
ously held, and these funds would seek foreign investment 
at rates of interest that gave compensation for risk, under 
conditions which tempted venture capital. Let the govern- 
ment make a strong political settlement, let the government 
open trade lines, let the government codperate with the bank- 
ers in seeing to it that reforms on the other side accompany 
the offer of European loans on this side, and we should get 
investor’s money for the rehabilitation of Europe. Foreign 
loans made in the ’20’s were discredited by the disasters of 
’31 and ’32, but foreign loans can be made good if we will 
avoid the follies that we engaged in in the ’20’s. And the 
follies of the ’20’s would look microscopic if we adopted the 
Keynes-Morgenthau plan. 


*American Economic Review, Supplement, March, 1943, page 
383. 


Jobs, Freedom, Opportunity 


THE FOUR ELEMENTS OF INDUSTRY 


By F. C. CRAWFORD), President, National Association of Manufacturers; President, Thompson Products, Inc. 
Delivered before the Fifth Annual Northern California Industrial Conference, San Francisco, Cal., April 13, 1943 


bly lines of American industry. 

In the last two months I have seen victory in the 
making in the bomber plants of the South, the shipyards of 
New Orleans bayous, the steel mills of Birmingham, the 
tank factories of busy Detroit and the aircraft industry of 
Southern California. 

War production in February, according to the War Pro- 
duction Board, jumped 8 percent over the January figure and 
is going higher and higher every day—already four times as 
great as in November just before Pearl Harbor. 

This year we will launch the equivalent in tonnage of all 
the merchant marine in the world. 

Our plane production, still not big enough to assure vic- 
tory, is nearly as great as the rest of the world. 

The fires of industry blazed so blindingly white in the 
swift conversion to war production that Mr. Roosevelt 
and other eloquent phrase-makers called the achievement a 
“miracle.” 

Industry has been called many things in the last ten years 
but this is the nicest name we've ever been called—‘ Miracle 
Men.” 

But you and I who do not believe in miracles, know that 
it did not happen suddenly and inexplicably. It was a natural 


7 HE end of world aggression is rolling off the assem- 


outgrowth of long effort, the prime fruit of a plant that had 
been carefully developed for a century and a half. 

By nurturing ingenuity, protecting inventive genius, re- 
warding individual initiative and encouraging the investment 
of savings in enterprises, we established American industry 
as the healthiest and most vigorous in the world, and Amer- 
ican standards of living the highest. 

But industry is not resting on its laurels. 

This year industry—labor and management working to- 
gether—will produce more than 57 billion dollars worth of 
arms, ammunition and supplies—300 per cent over 1942’s 
record—the flood gates of production are wide open to sweep 
aggression into oblivion. 

Industry will meet its 1943 war production obligations. 

Industry has confidence in its ability to deliver. 

Industry knew its own strength just after Pearl Harbor 
when it pledged to the president and the country that indus- 
try’s production “will be limited only by the human endur- 
ance of the men who man and manage its facilities.” 

Industry is keeping that promise, and will keep that prom- 
ise until the last Nazi has cried “kamerad” and the last 
yellow son of Nippon has hissed “Banzai.” 

Fighter and bomber planes to blast the enemies of democ- 
racy from the face of the north, and ships to supply the 
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twenty-seven battle fronts of the world must come frem out 
the magic industrial area of this Pacific Coast. Ships and 
planes, more ships and planes is the American battle cry of 
1943. “Give us the tools for quick victory.” That’s the 
patriotic challenge to management and worker alike. 

It is going to take better teamwork to get such produc- 
tion. Not compulsory teamwork, but the highest degree of 
national unity based on patriotism and common welfare and 
not on group-grabbing interests. 

Last year raw material was the key to better production, 
this year manpower is the fatal bottleneck. 

We have enough workers if we employ them correctly. 
Fullest utilization of that manpower does not mean we must 
take the liberty of choice from the working man and woman, 
and make dumb driven slaves of them. 

This is a battle of free men against the slavery of totali- 
tarianism and free men will win every time, just as free 
industry has in two years caught up with the great war 
machinery of the Axis which was years in the building. 

Government, labor and industry working together, instead 
of publicly exchanging indictments, can cut down absentee- 
ism, turnover, labor pirating, job shopping, slow downs, 
strikes, feather bed rules—paying for work never performed 
—and other restrictions on producticn. 

Above all, we can institute the encouragement of incentive 
for maximum war production — more pay for more pro- 
duction. If production is the gauge of victory why hook 
the rate of that production to the low level of the average 
worker, why not get better performance by rewarding more 
production. 

Yes! Victory is in the making—if not yet won. But, what 
of the peace? 

What of the hopes and aspirations of those millions of 
young Americans fighting for you and me? 

Can we face our sons, fresh from filthy foxholes and the 
screaming hell of war, and say to them: 

“You've given blood and guts to save the American way. 
But, we've scuttled it while you were fighting for it. Hope 
you don’t mind too much!” 

Or shall we welcome them home to an America of jobs, 
freedom and opportunity—the America they fight for. 

What do we mean — JOBS, FREEDOM and OPPOR- 
TUNITY? 

Jobs under good working conditions for fair wages. Jobs 
selected of our own free will and which we are free to 
change. FREEDOM to live without fear that a dictator or 
his henchmen will control us, watch our every action, listen 
to our words, tell us what to read, where to live, what to buy 
and where to work. We want FREEDOM under laws and 
institutions which are fair, equitably administered and im- 
posing only minimum restraints necessary for the protection 
of the rights of individuals and minorities. 

Such FREEDOM is the birthright of our nation — a 
nation dedicated to tolerance, to the protection of the individ- 
ual, to the grand old American principle of “live and let 
live.” 

OPPORTUNITY to work and get ahead under our own 
steam, the chance to plan our own future, to raise our chil- 
dren so they may grow and learn and live with that self- 
respect which is the right of free men. 

JOBS — FREEDOM — OPPORTUNITY — these 
three, together can provide for Americans the only security 
which comes when free citizens can look to the future with 
confidence. 

Of the thre — JOBS — FREEDOM — OPPORTU- 
NITY — JOBS will be the keystone of post-war prosperity. 

Now management can and must do many things to make 


more post-war jobs possible, but it cannot guarantee jobs. 
Government alone can’t guarantee jobs for very long. The 
only guarantee of jobs lies in a free competitive enterprise 
system that is both free and competitive, and ever expanding 
with the growing nation—that is where the future jobs are 
to be found. 

To do this enterprise must be free of restraint and gov- 
ernment regulation other than that necessary to the public 
welfare and fully competitive within itself, but not with gov- 
ernment or government subsidized enterprise. 

The answer to jobs, and more jobs, lies in the multiplica- 
tion of wealth—not in mere division. In producing more to 
make more jobs, not in dividing up the jobs in a dwindling 
controlled economy. 

It might be a bit too realistic for the times to believe that 
we must have more horses for more people to go horseback 
riding, instead of cutting up a few horses for distribution— 
even as popular as horse meat is becoming. But ever since 
old man Euclid, or some other ancient discovered arithmetic, 
we have been horribly embarrassed by the fact that we can- 
not divide more when we have less. 

America of all nations has made the cherished discovery 
that producing more to have more lies at the very heart of the 
more abundant life. 

Free competitive enterprise is not a concoction of a few 
cussed capitalists bent on plundering the gentlefolk, but a 
method devised by human beings to care for their exchange 
of labor and the building of their lives and future through 
an economy of their own making. 

It is the best means we or any other nation have devised 
to produce and distribute wealth to all. 

Let me illustrate this national triangle of plenty through 
production, which is only another name for free competitive 
enterprise. 

Industry, under competitive free enterprise, is an unusu- 
ally vital triangle of interdependence, a triangle with four 
elements: 

Industry is an unusual triangle in that it has four, instead 
of only three elements :— 

(1) WORKERS; (2) INVESTORS or stockholders 
(for in industry $6,000 of capital is required for each job 
supplied); (3), most important of all, the consumers or 
MARKET; and (4) MANAGEMENT. Management be- 
longs in the center of the triangle, with a corner each for 
workers, stockholders, and consumers. 

Let’s examine our triangle: At the top corner is really the 
most important of all, the consumers — let’s call them 
MARKET. The American MARKET alone is 130 mil- 
lion people. Americans will always want MORE good 
things, and their demand will ALWAYS be, as it has been, 
“Better things at cheaper prices.” Americans are bargain 
buyers. They buy objects, not policies, at the lowest pos- 
sible price. Note that their demand upon business and in- 
dustry is a fundamental demand — a natural demand of 
human nature — of self-interest. 

Over in the second corner of the Triangle of Industry 
is CAPITAL. And, looking closely, we see that CAPITAL 
is also 130 — and the same 130 — millions of Americans. 
CAPITAL is anyone who has a life insurance policy, a bank 
account, an automobile, or, indeed, a pair of shoes—for even 
a pair of shoes represents an investment of capital. Note that 
the demand of CAPITAL on industry is a basic human 
demand, “How can I get the most of my investment?” 

In the third corner of the triangle is LABOR. And 
again, this element is the same 130 millions of Americans we 
found in the other corners. LABOR’S demand on industry 
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is for less work and MORE money. Observe again that this 
is a natural human reaction—self interest. 

‘Thus the three demands on industry are just the natural 
demands of everyday human nature. The buyer wants to pay 
less money into the Triangle of Industry; yet capital and 
labor insist that they each get more out of it. These are 
three seemingly irreconcilable factors in the triangle. 

Now, the fourth element in our unusual triangle is MAN- 
AGEMENT—in the middle as always. To be successful 
MANAGEMENT must reconcile the three apparently ir- 
reconcilable forces. 

But MANAGEMENT is always being pulled or hauled 
by one or the other of the three corners) When MARKET 
pulls, it says, “Give me lower prices or I won't buy.” 


LABOR yanks, saying, “Give me more pay for less work.” 


And at the same time CAPITAL hauls, crying “More re- 
turns or you'll be fired.” That’s MANAGEMENT'S pre- 
dicament. 

Many people follow my picture thus far. Many think at 
this point that someone tosses in a fixed amount of money 
and the ‘Triangle becomes a poker game in which, if one 
corner wins, another must lose. 

‘This is not true! Industry is a device for the creation of 
wealth—a device by which all can share in the new wealth 
produced. 

‘Yo illustrate: Imagine a small umbrella factory with a 
single worker—Joe. Joe stands at an old-fashioned bench, 
running a hand spindle. He makes one umbrella an hour and 
gets one dollar an hour for his work. 

After Joe has made the umbrellaja MANAGEMENT 
Says: 

“Now, Joe, I haven’t any money. 
umbrella before I can pay you.” 

And sop MANAGEMENT goes to the gate—to the top 
of our triangle—where the great AMERICAN MARKET 
is going by, and he cries, ‘Umbrellas for sale.” Management 
must get at least one dollar for the umbrella to pay Joe’s 
Waves. 

“Too much—won’t pay it!” snaps MARKET. 

But, finally, the umbrella is sold and MANAGEMENT 
returns with the one dollar which he pays to Joe. At the end 
of the first day, then, we have an unhappy buyer—he wanted 
a lower price. Joe is unhappy — he wanted a raise. And 
CAPITAL calls up and asks MANAGEMENT, “Where 
is the return on my investment ?” 

There isn’t any return—the stockholder is mad and he 
warns that MANAGEMENT will be fired unless the prob- 
lem is solved and quickly! 

MANAGEMENT, to save its job, burns midnight oil. 
MANAGEMENT discovers that Joe lost time working by 
hand and got tired standing at the bench. So MANAGE- 
MIEN’‘T decides to improve the tools of production. A motor 
is hitched to the spindle, Joe is given a stool, and to save 
more time Joe’s material comes to him on a conveyor. 

Joe comes in next morning and somewhat reluctantly tries 
out the new-fangled gadgets. To his amazement, at the end 
of an hour, he has made two umbrellas with less difficulty 
than he had making one the day before. 

‘Taking the two umbrellas, MANAGEMENT goes back 
up to the top of the triangle and again calls out to MAR- 
KET, “Umbrellas for sale.” Yesterday’s disgruntled buyer 
says, “Nothing doing! Your price is too high!” MAN- 
AGEMENT. says, ‘Not now, I’ve got just what you want— 
umbrellas at 75c.”. The buyer is pleased. “Fine,” he says, 
“I'll take two. That’s what I want—a bargain.” 

MANAGEMENT returns to the middle of the triangle 
and says to Joe: “We've discovered the secret of the produc- 


I’ve got to sell this 


tion of wealth. I’ve a dollar and a half where I had only one 
dollar yesterday. I’m giving you a 25c raise. Here’s $1.25.” 

Joe is happy and MANAGEMENT calls CAPITAL to 
say, “Because there is a quarter left in the cash drawer, some 
dividends may be possible.” 

For more than 100 years the triangle of American com- 
petitive free enterprise has actually worked. We've pro- 
duced the best goods at the lowest prices, the greatest accum- 
ulation of capital and the highest wages paid anywhere in the 
world. 

There are no classes in American industry. 130 million 
Americans are Market, Capital and Labor. To prove this, 
let’s go back to Joe and the typical day. 

From eight in the morning until four in the afternoon, Joe 
is labor. He’s conscious of it. He’s mad at Capital and mad 
at Market. He wonders why he doesn’t get more money. 

At four o’clock Joe goes home and goes shopping with 
Mrs. Joe. He forgets that during the day he was labor. 
He’s now Market. He’s a tough buyer. “Why can’t you sell 
this stuff cheaper.” he demands. 

On the way home, Joe stops to make a deposit in the bank. 
Now he’s Capital. Again, he’s a tough guy. “What are you 
doing with my money? Why can’t I get 4% instead of only 

%. Can’t you run a bank any better than this?” 

He forgets that he has been Labor, Market and Capital in 
the same day. 

But Joe, as Labor, picked up a 25-cent raise on the second 
day because wealth was produced. He picked up a 25% in- 
crease, as Market, when he purchased umbrellas at the 
cheaper price and, as Capital, he picked up a better return 
on his savings or life insurance. 

The standard of living rises because, at each corner of the 
triangle, wealth is distributed. Joe is the American people 
who go around this triangle, day by day, picking up an ever 
increasing standard of living. 

This might be too simple an explanation for the economist 
to understand, but I submit that it has done more, and can 
do more in the future to bring a better life to all the people 
than all the edicts, laws and decrees the government can ever 
promulgate. 

The triangle story shows us that—Profits mean increased 
investment. Increased investment means increased wages. 
Therefore; profits increase wages. 

Is this a contradiction, a fantasy? 

Dr. Sumner Slichter of Harvard eloquently supports the 
connection between “larger profits” and “larger payrolls.” 

He says that labor and capital will both discover that the 
conditions which make it possible to arrive at both larger 
payrolls and larger profits are the very same conditions. He 
says that this discovery will lead to cooperation between 
labor and capital and that this cooperation “will make all 
previous efforts to raise the standard of living seem feeble.” 

That’s the reason I say the best in America is yet to come. 
Because all the people in all three corners of the economic 
triangle—labor, market, investors—are not enemies of one 
another, but the very same people. 

This kind of an economy is the best for the future, as it 
has been in the past, and is in present war production. 

We had better put all our faith in that triangle of plenty 
and make it work if we want a post-war world free from 
want and economic stumbling and experimenting. 

I believe we can very well throw victory away if we're not 
prepared for a good peace, and that we should be planning 
post-war now. 

My only objection to the long-distance planner is that 
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those least experienced in making our past and present are 
hell-bent on blue printing every detail of a great future. 

Most of these plans have something very much in com- 
mon. They are long on high sounding objectives but short on 
how to get them. 

Reminds me of your late, dearly beloved Will Rogers who 
in 1917 had a plan to end submarine warfare. 

“Just boil the ocean,” Will told an Admiral. 

“Corking idea,” said the Admiral, “But how?” 

“Oh, that’s your job to scheme that out—I’ve given you 
the idea,” replied Will. 

Too many planners who say they believe in private enter- 
prise as a source of post-war jobs do so with their tongue in 
their cheek. 

They say yes, free competitive enterprise must be the 
source of only a “majority” of the post-war jobs, but then 
they look to government to provide the rest of the jobs 
through government spending. To me that is as ridiculous 
and economically immoral as a part-time wife. Let’s all get 
together to make the right system work, instead of combin- 
ing the worst with the best and then being surprised at its 
failure. 

Combining public and private enterprise is making a hy- 
brid affair of the private enterprise system—half private, half 
public—half free, half slave. 

In fact the big post-war planning decision for the Amer- 
ican people is whether they want to continue to emasculate 
our economic system into a nondescript, unworkable combi- 
nation of impossibilities, or whether they want to get back 
to the proven workability of the triangle of free competitive 
enterprise. 

We have rediscovered the efficacy of private enterprise in 
war production. We have discovered the unworkableness of 
the promises of substitute schemes. The first step to peace- 
time plenty is to encourage a public renewal of faith in our 
American institution of undefiled, undiluted, free enterprise. 
On this decision as to our American economic policy not only 
depends our national future, but the peaceful welfare of the 
world. 

Many thoughtful Americans are commencing to realize 
that a permanent peace is dependent on a better understand- 
ing and more friendly relationship between nations. Travel, 
communications and intercourse which in peace times usually 
follows the trade routes is NECESSARY toward quieting down 
this old world’s bellicose eruptions every twenty-five years, 
and gives us more than just “peace in our times.” 

America has a big job ahead of it after this war. Rehabili- 
tation of shattered countries and peoples is part of that job. 
Rehabilitation won’t be just a big-hearted gesture on our 
part. It will be just plain common sense to help the world to 
right itself, to aid in establishing a “live and let live” basis 
of world economy! That’s what we want in America—a free 
competitive system. In so far as that ideal is obtainable 
nationally with out injury to our domestic well-being we 
should strive to bring it about. The war torn countries have 
materials that we urgently need. They represent rich mar- 
kets for our goods. 

No city in America should have greater interest in this 
after-war prospect of world trade than San Francisco. This 
city can be the new world gateway to the trade of two of the 
greatest of post-war nations — China and Russia, just as 
Atlantic and gulf ports will exchange with the longer estab- 
lished trade nations of Europe. 

A prosperous, modernized China would open up a tre- 
mendous market for American goods and equipment. 

Industrialization of China seems like a pretty large order 


when we consider that 320 million Chinese have never heard 
a radio, read a newspaper or seen a movie. Yet, when war 
came, 30 million Chinese took on their backs, 77 colleges and 
universities and the machinery from 472 factories and carried 
them on foot over a thousand miles of mountain and plain to 
safety. That amazing feat showed the spirit—and the po- 
tentialities—of this great modern new nation. 

I know that there is a widespread impression that any in- 
dustrial development in such countries would tend to reduce 
the potential export markets of American industries and to 
reduce employment and living standards in this country. But 
we have abundant statistics to show that, as manufacturing 
increases, so does buying power and the demand for imports. 

When the war is over Russia will probably have become 
the world’s second largest industrial nation next to ourselves. 

The United States is going to trade with this new Russia, 
too. 
Business relations with Russia have always been more 
friendly than the differences between the ideals of govern- 
ment have led the public to believe. American engineers and 
American machinery have been a major aid in building the 
Russian ideal of greater industrial production, which has 
really supplanted the communistic state. Pure communism is 
rampant today only in the agitating minds of American 
“softies.” Russia has adopted the production ideal and this 
ideal to provide benefits to the people thrives on a lasting 
peace and world trade, and not on cycles of production fol- 
lowed by the utter destruction of war. Therefore, enlight- 
ened national interests on the part of both nations will de- 
mand a trade rapprochement between American and Rus- 
sian industry. 

The American businessman should look to the Central and 
South American markets too as some of the most productive 
fields for immediate development after the war. 

Our domestic well-being in the post-war world demands 
more trade among these and all nations. We should make 
every effort to work out international agreements under 
which nations will voluntarily adopt and maintain tariff 
policies. But no agreement should be allowed to disrupt the 
trade of any country. 

We know the importance of fair competition and free en- 
terprise in our domestic economy. These conditions are no 
less necessary in foreign trade. It is the proper function of 
government to protect domestic producers and labor against 
dumping, discrimination, and unfair competition. Govern- 
ment is justified in encouraging private research to develop 
industries, processes, or products that may appear suitable for 
protection and in protecting these industries, processes and 
products until they have become firmly established. 

The life of the Reciprocal Trade Agreements Act ends 
this year, unless it is extended by Congress. This is a matter 
of great concern not only to American farmers but also to 
American business and industry. 

Complete elimination of the principal of reciprocal agree- 
ments at this time would have unfortunate repercussions in 
the countries with which we are now allied in the war and 
in those with whom we hope to resume friendly relations 
after the war. We are fighting as a world nation. After the 
war, we must trade as one. Diplomatic peace and economic 
warfare cannot live side by side. Self-sufficiency is not a 
sound ideal in the modern world. It would do irreparable 
harm to our cause if we gave the nations at whose side we 
were now fighting any reason to suspect that we were going 
to renounce our interest in world affairs and retire to the sel- 
fish inaction of economic isolationism. 

Our own industrial genius has forced us out into the 
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world. Whether we like it or not, we are part of a world 
economy. 

The National Association of Manufacturers believes that 
this netion has outgrown economic nationalism. This means 
of course a growing degree of freer trade than in the past but 
not the abrupt dropping of all tariffs to the ruination of 
American industry. The board of directors of the Associa- 
tion has declared that this country should be willing to make 
reciprocal trade agreements after the war, although certain 
amendments to the present act seem advisable. There are 
amendments that should be made to the act in the light of 
our experiences under it! 

It should be the declared policy of government not to ap- 
proximate total free trade; the adjustment of tariff rates 
should of course be gradual, not precipitate, enabling busi- 
nessmen to adjust themselves to new conditions. Post-war 
foreign trade should be in the hands of private enterprise, 
not government; reciprocal agreements should consider care- 
fully the effects of the most-favored-nation clause in respect 
to imports from third countries; after any product is first 
put on dutiable list there should be no reduction except by 
Congress for five years; benefits should be denied to coun- 
tries whose currencies fluctuated in terms of dollars more 
than a given percentage in a year; our/’government should 
move promptly to protect American interests against anv vio- 
lation of the Reciprocal Act; the Tariff Commission should 
study effects of reciprocal treaties and report to Congress 
regularly and finally protection should be given American in- 
dustry, labor and agriculture from dumping and other de- 
structive foreign competition of nations employing forced 
labor, depreciated currencies or similar means of undersell- 
ing our domestic market. 

‘These safeguards combined with the best possible world 


informed U. S. negotiation department should not only help 
to reestablish international commerce but restore a global 
peace trade equilibrium. 

What we want in an international sense is exactly the 
same as we want here at home. We want a free world in 
which the goods produced by agriculture and industry can 
move easily, not to the advantage of a few or to the injury 
of a few, but to the benefit of all. We have marveled at the 
facility with which American industry can produce the 
goods the world wants and needs. Our foremost job in the 
post-war era will be to develop means of placing in the hands 
of consumers, abroad as well as at home, the necessities and 
even the luxuries which we can produce so abundantly. 

Critics say we cannot Americanize the world—that forc- 
ing the American way down the throats of foreign peoples 
smacks of dictatorship and power politics. 

Let me assure you—no force will be needed. Foreign in- 
dustry envies us our productive capacity and skill—mimics us 
wherever it can. The people whenever they’ve had the op- 
portunity to know American goods, have reached eagerly for 
more. Denied the American standard of living at home, they 
have thronged to our shores by the millions. 

The American way of life is something concrete, some- 
thing vital to these people, even if we here at home sometimes 
forget it. We must not only maintain the American stand- 
ard ; we must lift it higher and higher. We can do it through 
the medium of production. 

We must make certain that production is not stunted by 
the whimsical restrictions of bureaucrats burdened with the 
blueprints and designs of economic planners. It must be free 
to exercise its proper function—to give us more and still 
more of the good things of life—to lead us ever onward and 
upward as a free nation and as a world power. 


Taxation of Business Income 


CAPITAL AND LABOR NEED ECONOMIC SECURITY 
By MATTHEW WOLL, Vice President, American Federation of Labor 


Delivered at Special Luncheon—Government Finance, War Council of the Chamber of Commerce of the United States 


31st Annual Meeting, Waldorf-Astoria Hotel, New York City, April 28, 1943 


OUR years ago | had the privilege of discussing taxa- 

tion at the annual meeting of the Chamber. At that 

meeting, held just a few months before the outbreak 
of this World War, I discussed with you ‘Taxation and 
Jobs.” 

In that address I indicated that taxes played an important 
part in the history of America. I pointed out that the United 
States was born in a revolt on taxes; that the stamp and 
other taxes imposed by the mother country upon American 
Colonies culminated in the Declaration of Independence. 

Attention was called to the fact that our Constitution 
contained important provisions with reference to the taxing 
power; how it was to be exercised and how taxes were to be 
collected, pointing out that city officials had been recalled 
and governments and presidents voted out of office because 
of excessive and unreasonable taxes having been levied. 

The validity of that which I stated on that occasion has 
been confirmed and strengthened in the intervening years 
between then and now. Indeed, the soundness of the maxim, 
“The Power to Tax is the Power to Destroy” has become 
clearer and more widely understood today than ever. Taxes 
may become confiscatory; they may deprive a man of his 


property virtually without due process of law; they may 
have the effect of drying up the source of initiative and they 
may impoverish the great many and make of them irre- 
deemable debtors to the State and Nation. 

It is for these and other understandings that every Amer- 
ican today is greatly concerned about taxes and the tax struc- 
ture in America. Whatever may be the purpose of govern- 
ment in a time of peace or of war, whether viewed from 
the standpoint of interest of labor, or of management, or of 
capital, its operations must be paid for out of the products 
of industry. The more the government exacts in taxes, the 
less there is left to be spent by private persons at their dis- 
cretion. 

Unfortunately and regrettably, there are those both in and 
out of office who would use the power to tax to undermine 
and ultimately to destroy our present economic if not politi- 
cal order, and who would more or less hasten the approach 
of what is believed by them to be an ideal collectivism, pat- 
terned somewhat after socialism of one kind or another. 

In this connection, might I make clear that the American 
labor movement as represented by the American Federation 
of Labor is a firm believer in our present economic and 
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political order, and that we favor the safeguarding of our 
present system of individual initiative and of private enter- 
prise with its profit motive, with the understanding always 
that labor must receive its fair share in profits of production 
and distribution, and that the consumer shall likewise bene- 
fit by way of reduced prices. 

Then, too, the American workers have no more inclination 
or desire for dependency on government relief payments, 
doles or artificially stimulated work than they would relish 
being supported by their neighbors or by organized charity 
or being required to stand in a bread line. What the Amer- 
ican wishes is the opportunity for honest employment in 
private industry and with full freedom accorded to partici- 
pate in the determining of wages, hours and working condi- 
tions and which will assure him and his family the standard 
of living to which he aspires and to which he is entitled. 

To hold secure this freedom and to attain these ends the 
worker knows that free enterprise must be safe-guarded and 
that industry must be encouraged not be crucified by govern- 
ment on the cross of punitive legislation. 

While my theme for today is quite the same, the topic 
assigned is in somewhat a different direction and requires 
at least a different approach. The subject I am to discuss 
today is “Taxation of Business Income.” To me this is a 
discussion of another phase, in the wartime betting, of the 
same problem. The future of employment and the future of 
America’s business enterprise are intimately bound together. 

This discussion and at this time is of transcending im- 
portance. It is of such importance because the very conflict 
of wartime policies and actions has cast doubt over the future. 
Promulgation of wartime fiscal and other government regu- 
lations unrelated to our post-war requirements, has placed 
in jeopardy the attainment of full employment through 
private industry and the future development of free enter- 
prise itself. 

What are the future potentialities of free enterprise in 
America? If the trend of industrial expansion brought on 
by the war is sustained, if expansion of employment and of 
production of goods and services is carried on beyond the 
war years, we shall have achieved what mankind has never 
achieved before. If our national income is sustained at the 
annual figure of 135 billion dollars after the war, we shall, 
in 1942 prices, achieve an average annual income of over 
$4,000 per family. Such a level of family income will mean 
a standard of living not only above that attained by any 
nation, but also higher than anything we in America have 
hoped to attain in recent years. 

The truly dramatic fact in this is that in terms of pro- 
ductive performance we have already attained that level of 
activity. Our total production of goods and services has 
already broken all records; our utilization of manpower is 
already approaching maximum employment. But our system 
of productive enterprise is geared up to the production not 
of wealth, but of weapons. The winning of the war is the 
prime objective we are pursuing to the exclusion of all others. 
To win the war we are producing weapons and equipment 
necessary to wage a war. 

The products of the war industries are put to the most 
necessary and effective use—to preserve, to protect, and to 
further the ideas, the ideals, and the way of life which have 
gone into the making of America. Production of munitions, 
however, is different from production of civilian consumer 
goods. The products of war industries are instruments of 
destruction and of defense. Had we been producing the 
same amount of goods and services for consumer use, that 
production would have contributed directly to the raising 
of our standard of life and wealth. 

This challenge of the future, then, is the challenge we 


ourselves have made to ourselves. We have in our wartime 
experience demonstrated to ourselves and to the world that 
we can attain full production, that we can attain employ- 
men for all. Can we, when the war is won, substitute con- 
sumer goods for war materials and maintain the same level 
of production and the same level of employment, thus rais- 
ing our standards of living? I firmly believe that it can be 
done. I am confident all are willing to dedicate their best 
efforts to make that belief a reality. 

I feel certain that this belief is well founded. It is founded 
upon the remarkable record of performance of the last forty 
years which compounded the skill of America’s labor, the 
genius of its science, and the technical competence of its 
management to weld such rich and rapid growth of our 
young industrial nation. What our industry was able to do 
in the forty years before the war was dwarfed by the progress 
shown in the four years since the outbreak of the world 
conflict. 

We are making a record-breaking job in war production, 
but we can do even better in peacetime production. The 
potentialities of the human needs and human wants to sus- 
tain that peacetime production are truly limitless. The im- 
mediate task of relief and reconstruction of liberated nations 
through constructive contribution to our productive enter- 
prise will in itself be significant. But such work will bring 
us only to the threshold of the new frontiers the post-war 
world will be opening to us in world markets. 

Within the boundaries of our own land, opportunities for 
expansion are also real and tangible. The wartime air 
transport equipment will provide us with undreamed-of facil- 
ities for the transportation of passengers and freight. Air- 
ports, air terminals, warehouses and roads to make this trans- 
portation accessible to our communities provide an enormous 
field for development. We have over 18,000 cities with a 
population of over 5,000 persons. While but a few of them 
have had direct access to air transportation, most of them 
will demand it. This will call for new roads, new truck and 
bus facilities, new pipe lines, and for vast and continuous 
supplies of gasoline and service equipment. 

Because of the suspension of housing activity during the 
war, we shall have a large deficit of good housing, to re- 
develop whole communities to make them into better com- 
munities, and to provide for those shifts of population which 
have already taken place and for those which are to follow. 

Enormous technological progress is being made in the 
electrical, chemical, physical and biological sciences. Only 
the inactive and mentally unalert can fail to observe the up- 
heavals of magnitude taking place in our industrial labora- 
tories. Such developments will inevitably create newer and 
enlarged opportunities for labor manpower, new responsi- 
bilities for management, benefits to ourselves and to our 
coming civilization. 

Specific fields of plastics, of electronics will be part of 
this new world. In the field of radio, frequency modulation 
and television, new networks of stations, and production of 
new equipment will be called for. Better housing and more 
and better agricultural implements will become available to 
millions of those farmers who have not had access to ade- 
quate equipment in the past. 

I could go on with a long list of such specific prospects 
for industrial and economic expansion immediately after the 
war. These prospects will be neither distant nor theoretical. 
They will be within our ready grasp if we unite in our de- 
termination to reach for them. To be able to extend our 
reach and translate these possibilities into tangible realities, 
we must make our choice now. 

That choice is between security and plenty, between ex- 
panding employment and rising business activity on one 
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hand, and economic chaos and utter collapse on the other. 
For, the task of post-war reconstruction can only be accom- 
plished by the American people themselves through the estab- 
lished institutions they have at hand: It is a task which will 
involve a shift in the work and pursuits of between 20 and 
30 million people. It is one which will call for the full 
utilization of investment resources of the entire community. 
To bring those resources into full play quickly, to make 
that capital available, to provide for reconversion and re- 
employment rapidly, is a task whose burden must be under- 
taken by private enterprise. It will be too big for any 
vovernment to undertake in its entirety and it will be too 
urgent for its cumberson machinery to carry out. 

The American people have a deep-seated faith in the ability 
of our industry and our labor to undertake this gigantic 
task. ‘They believe that the system of individual initiative 
and private enterprise which shares fairly with labor in the 
returns of production and distribution provides the most 
effective and efficient machinery for carrying this task out. 

The leadership of American business must not fail in this 
faith nor belie this trust. It must shape its post-war policies 
and shape them now. It must shape them not in terms of 
special advantages to particular firms or to particular com- 
munities or regions, but in terms of a cooperative and con- 
certed effort. It must shape them to the objective which is 
not only to make the post-war expansion real, but also to 
make that expansion stable and secure. That stability and 
that security are of paramount importance to the American 
workers, who will reject any blueprint of the post-war world 
in which the threat of unemployment and want is not com- 
pletely eliminated. 

‘To have health and stable expansion of employment there 
must be healthy and stable expansion of production. To 
make this expansion possible, the extent to which free enter- 
prise will be permitted to expand must be charted in advance. 

In a very large measure both the limits and the direction 
of growth are prescribed by our tax laws. What are the 
basic provisions in the federal tax structure to permit that 
expansion? In wartime, labor as well as business has recog- 
nized the need for high federal income taxes, corporate as 
well as individual. With the threat of inflation enhanced by 
the large governmental borrowings from commercial banking 
institutions, we willingly accept even a higher level of taxes 
than already exists, to remain with us for the duration of 
the war. 

In some respects, however, wartime tax policies are neither 
constructive nor realistic. In dealing with the income of 
corporations, our tax laws depend too much on a statutory 
concept of income which do not accord with correct income. 
The chief shortcoming in our tax policy is its failure to 
provide the incentive for investment to produce business in- 
come. More specifically, I am concerned with the failure to 
provide a favorable tax treatment of reserves essential for 
stability of enterprise and future expansion. 

Special reserves may be established for different purposes. 
Such reserves are seldom funds; they are usually accounts on 
the firm’s books. They may take the form of reserve accounts 
for depreciation and bad debts. I am here concerned, how- 
ever, with special reserves which are used to sustain post-war 
expansion and post-war security of the business enterprise. 

Reserves of this type may fit various purposes. They may 
be designed to provide additional working capital to meet 
immediate wartime needs without reducing post-war liquidity. 
Or, and more importantly, their purpose may be to make 
specific provision for financial needs after the war. It is this 
type of reserves that will play a decisive role in the ability 
of business to meet the post-war requirements of production 
and investment. 


Such reserves are necessary if business enterprise is to be 
able to make the transition from wartime to peacetime activ- 
ity without disruption. The need for these reserves may be 
based on the fact that special facilities developed for war pro- 
duction cannot be fully used or may not be suitable for peace 
production. Production of war goods may be brought to a 
sudden halt, by the termination of contracts suddenly stop- 
ping production of the entire enterprise of the war contractor 
and of the subcontractors dependent on him for orders. The 
impact of such termination upon employment may be disas-. 
trous unless provision is made for transition to peacetime ac- 
tivity. The settlement of contracts terminated may not be 
prompt or adequate enough to equip the contractor for the 
financial responsibility of transition to other work. Failure in 
this respect alone could produce a crisis in employment. 

Equally important is the whole set of problems involved 
in the ownership by the government of facilities, supplies and 
other property in enterprises whose wartime expansion has 
been financed by the government. Last, but by no means 
least, is the heavy burden of liability for taxes on earnings 
from war production that will have to be met after that 
production will have ceased. The combination of these pres- 
sures, uncertain and not precisely measurable beforehand, at 
the time when quick reconversion is critically urgent, will 
make advance provision for reserves a manifest necessity. 

The financial position of many business corporations has 
undergone marked changes. Many companies which have 
been generally regarded as financially stable and looked upon 
as bulwarks of assured employment, have shown declining 
ratios of current assets to current liabilities. In many such 
cases, while the volume of sales has increased, the net income 
after taxes has decreased—sometimes in dollar amounts, but 
more often in relation to the assets employed. 

It is important to note that while the total current assets 
may show a substantial increase, the cash position is not 
materially improved and the current assets consist largely of 
inventory and accounts receivable. Such a condition is, of 
course, extremely precarious. If at the end of the war in- 
ventories must be sacrificed because of declining values or 
changed needs, and the accounts receivable (being mainly 
payments due from government or from other firms depend- 
end upon payments by government) are not readily collec- 
tible, the firms in question will be faced with the immediate 
threat of financial collapse. Such a threat will become all 
the more real at the time when large cash amounts due the 
government for taxes on past performance become payable. 

With the decline in the ratio of current assets to current 
liabilities and the great rise in fixed assets, and particularly 
under the pressure of the 40 percent normal tax and surtax 
plus the 90 percent excess profits tax, many war producers 
and others will find it increasingly difficult to set aside suff- 
cient liquid reserves to enable them to meet and solve the 
problems of transition. 

There is nothing in our present tax policy, including the 
meager post-war credits on excess profits taxes, that is ade- 
quate to meet the situation. It is not my purpose to develop 
in detail a specific program of tax legislation to fulfill this 
need. I merely wish to point out the necessity of permitting 
and assisting productive enterprise to set aside adequate re- 
serves from current earnings within limits consistent with 
our main objectives. 

Clear recognition of the need to provide for the crucial 
contingencies of the shift from war to peace seems to me 
to be imperative. It is essential that the general principle of 
either tax-free or low-tax-cost reserves be made a feature of 
the income and excess profits taxes on corporations and be 
recognized in connection with renegotiations of war con- 
tracts by price adjustment boards. 
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The right to establish such reserves should be explicitly 
granted by statute. Congress must recognize in the enactment 
of future tax laws that, up to a specified percentage of gross 
or net income, provision of reserves for demobilization and 
reconversion should be encouraged. The necessity for post- 
war reserves must not only be recognized in a system of 
wartime taxation, but must also be fitted into the practical 
and consistent framework of that taxation. It would be a 
paradox for the government to require that if a business 
enterprise sets aside a dollar of earnings to meet unquestioned 
needs of transition, it may only do so at the expense of paying 
as high as 80 cents of the dollar in taxes. If the reserves are 
reasonably limited to a percentage of gross or net income and 
for recognized purposes are made tax-free, and for other 
purposes made subject to a low tax rate, many wartime 
enterprises that would otherwise be disrupted may be saved 
to play a leading part in industrial reconstruction. 

Fair methods of determining the portion of earnings to 
be placed to reserves with favorable tax treatment will have 
the support not only of business, but also of labor because 
labor has a direct stake in the keeping of our productive 
enterprise solvent during the period of demobilization. 

It may be said to permit business concerns to set aside— 
tax fees, or low-cost reserves, or some of both, out of earn- 
ings and for purpose of weathering the transition from a war 
to a peace time basis of production that reserves will reduce 
proportionally government revenues. Whether that be true 
or not depends largely upon the policy that is to govern and 
how quickly a favorable policy may operate to encourage 
greater risk-taking and greater earnings. It is the funda- 
mental thought that the net effect will be no loss of revenue 
spread over a period of a few years—but an actual conserv- 
ation or even enhancement of revenues. 

It is obvious that war production has increased gross in- 
come, if not its net income after payment of taxes. The 
standard of living which labor wishes to protect and the 
higher standards to which it aspires depend largely upon an 
unprecedented volume of peacetime production. It is ap- 
parent that there will be a lowering in the war-time level 
of production during the period of adjustment. To a con- 
siderable degree the level of production in the transition 
period will be reflected in our attitude toward reserves and 
as related to the tax policy that is to govern. The prevailing 
government policy of permitting the averaging of losses is 
a recognition of the general principle here advanced but is 
inadequate for the urgencies and requirements with which 
free enterprises will be faced at the end of the war. 

It is also to be remembered that if business generally is 
rendered unable successfully to make the transition from war 
endeavors to peace time pursuits and in a manner that will 
insure employment to all, the burden will fall upon govern- 
ment and in turn upon taxpayers for relief and artificially 
stimulated work, which undoubtedly can and may exceed 
whatever sacrifice of tax revenue may be involved in a rea- 
sonable allowance of special reserves. 

Labor is also concerned with the problem of reserves for 
workers. No matter what incentives are accorded by public 
policy to facilitate transition from war to peace production, 
peacetime employment for all cannot be achieved overnight. 
Demobilization of a large portion of our armed. forces will 
become pressing as soon as hostilities cease. Millions of work- 
ers whose wartime skills had been newly developed and who 
have contributed their maximum effort to turn out war 
production will find that use of these skills cannot be made, 
that reconversion of skills and retraining will also be neces- 
sary. To them it will mean also an economic transition and 
at least temporary unemployment. To them it will also be 


necessary to fall back on reserves set aside from the current 
wartime earnings. 

In this connection labor finds itself in disagreement with 
a fixed wage policy in a field of uncontrolled and rising 
prices. Such a wage policy can only lessen the opportunities 
to workers for individual reserves out of war time savings. 
There is the growing fear that the freezing of employment 
opportunities and current wage freezing will result not only 
in a deflation of workers income but endanger as well such 
reserves as the working population has thus far been en- 
couraged to establish by investment in government bonds and 
other forms of savings. 

Then, too, labor has proposed that provision of additional 
reserves in the form of extended employment benefits be made 
part of our social security system. Provision of such benefits 
is essential, for otherwise the failure in the supply of the 
purchasing power will mean failure to sustain post-war 
production. 

Employment for all and stability after the war cannot be 
achieved through corporate reserves alone. Corporate re- 
serve accounts alone will not finance new production and 
the development and marketing of new products. Corporate 
enterprise will have to achieve post-war liquidity by increas- 
ing cash and other liquid assets and strengthening their 
credit position. Corporate reserves are essential to achieve 
that liquidity. In addition to corporate reserves it is essential 
we encourage venture capital or risks—investments for the 
development of new industries and enterprises needed in the 
period of transition. Venture capital in the main springs 
from individual reserves or surpluses. To encourage these 
reserves is to encourage the spirit of private adventure and 
which after all distinguishes the American way of life from 
all others. 

But even then, to maintain expanded production and 
encourage business adventure, business and industry will have 
to rely on sustained purchasing power. Reserves and venture 
capital do start production and production in turn will 
provide employment which in turn will provide consumer 
buying power. Nevertheless, social insurance and workers 
savings are essential in tiding over the emergencies that are 
inevitable in a period of transition and thus the whole will 
prosper in proportion to maximum employment. 

Recognition of this principle and mutuality of interests is 
fundamental in our approach to the postwar problem. 

Let me cite you a few words from a report of the Federa- 
tion of British Industries to indicate how completely it was 
recognized by the British industry. This report, submitted 
by the request of the British Board of Trade last year, 
recommended : 


“That the power of the home market to consume the 
products of industry in the post war period is an essential 
element in reconstruction. The Government should con- 
sider how this power can be maintained or developed 
both as regards consumer goods and capital equipment, and 
should take industry into the fullest consultation on the 
problems involved.” 


When war ends we shall have the largest productive plant 
in the history of the world. We will have a larger, better 
balanced and more flexible force of skilled workers. We will 
have management steeped in the experience and engineering 
knowledge of the intensive war production effort. Let us 
now meet the issue squarely: let us recognize frankly that 
efficient production backed by the solvent financial position 
of private enterprise is just as essential to win the peace as 
it is to win the war. 

Let us agree that post-war business reserves are necessary 
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as a means of a general program to bring economic activity 
to a high level. Let us agree also that economic security for 
the workers is also essential to sustain that production and 
to enable democracy itself to endure this transition. 

The eyes of the world are upon America. Our purpose 
to restore freedom-loving peoples now dominated by fascist 


aggression will be hopelessly thwarted if we fail in working 
out our internal economic problem. 

Let labor and business join hands in a concerted effort to 
make the American system of private enterprise a prime 
mover toward a better, more secure and richer future for 
the American people, a future founded upon freedom. 


Parity for the Industrialist, Laborer 
and Farmer 


“THE STAKE IS VERY GREAT” 


By EDWARD A. O'NEAL, President, American Farm Bureau Federation, Washington, D. C. 


Delivered before War Council of the Chamber of Commerce of the United States, 31st Annual Meeting 
Waldorf-Astoria Hotel, April 27, 1943 


clusively that it can out-produce any nation in the world. 
It is fundamentally important that we never lose sight 
of this fact when we consider future national policies. 

If we can produce abundantly for war, we certainly can 
produce abundantly for peace. We have matchless natural 
resources, productive farms, industrial capacity, skilled labor, 
intelligent and ingenious management, and above all, the 
aggressive and determined spirit of a free people — which, 
added together should without question spell prosperity and 
happiness for all people who are willing to work. And yet, 
at the outbreak of the war, we had spent seven long years 
trying to whip the unemployment problem, without success. 

Obviously, there was something wrong with our approach. 
If there is any one cause to which can be assigned the bulk 
of the blame for poverty in the midst of plenty, I believe that 
that cause was the artificial barriers that we had erected to 
the free flow of trade and commerce—price barriers, wage 
barriers, monopoly barriers—barriers of every sort that re- 
stricted production and distribution of goods, barriers that 
discouraged the ambitious and disheartened those who could 
not find productive jobs. 

For years we had boasted of our price levels, our wage 
levels, our standards of living, and implicit in our boasting 
was the idea that our welfare had been maintained because 
we had set ourselves off from the rest of the world. We had 
created a fortified citadel, secure from the swirling world 
forces that were engulfing the world, or so we thought! In 
the light of what happened, how childlike was our smugness 
and our false sense of security! 

We are talking here today of domestic unity, rather than 
of international unity, and I mention our past policies of 
national economic isolationism merely to point out that the 
various groups within our Nation have followed the same 
pattern in domestic affairs, by practicing domestic group iso- 
lationism, with results that are apparent to every one of us. 

Under the historic policy that we as a Nation have fol- 
lowed, the industrialist asked for and secured tariff protec- 
tion to permit him to charge higher prices or asked for 
monopoly privileges which would protect his price level. For 
a long time, industry prospered under this system. The avail- 
able market was big enough to assure affluence for the privi- 
leged few, as long as our immigration policies assured them 
of a plentiful supply of labor at low wages. Too often dur- 
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ing that era, the economy that resulted from technological 
advances was translated to increased dividends to the few, 
rather than increased wages to the many. During that period, 
agriculture was not so much concerned, because our growing 
population and the European demand provided a market for 
all we could produce. 

Gradually, labor began to organize to secure the advan- 
tages of collective bargaining, and they pushed their ad- 
vantage aggressively as immigration tapered off, reducing the 
competition for jobs. Labor took its cue from the industrial 
policies which, superficially, seemed to have worked so well. 
Higher wages, shorter hours, reduced production, monopoly 
privileges—all these were asked for and obtained by labor. 

With both industry and Labor protected by these economic 
rigidities and bottlenecks, the farmer soon found himself out 
in the cold, and he too began to demand national policies 
which would give him privileges equivalent to those enjoyed 
by other groups. 

Before the farmer could achieve his protection, however, 
the entire system had broken down and chaos engulfed the 
land. Farmers tried the tariff route, but it proved useless on 
commodities produced in surplus volume. 

The Government stepped in, and its policies, generally 
speaking, followed the old, familiar pattern. To overcome 
existing rigidities, more rigidities were imposed. To provide 
more employment, hours of work were reduced so that pro- 
duction per man was lowered. Wages were raised. Prices 
were raised to insure a profit for the manufacturer. To get 
people out of debt, more were contracted. To get more 
money, our dollars were cut up to make ten where there were 
six before. When the well played out in spite of pump-prim- 
ing, the remedy was more water poured in at the top. 

The primary aim inherent in every experiment that was 
tried was to improve the well-being of the average citizen in 
terms of money. After seven long years of slow progress, our 
fundamental national problem was still unsolved, the electric 
stimulus of war pushed our economic machinery into high 
gear. The tempo has been accelerated steadily until now, on 
the farm and in the factory, we are producing at a rate never 
before equalled in the world, jobs are available for all, and in 
spite of greatly increased taxes, our people as a whole are liv- 
ing better than they have ever lived before, and they have 
more money left, above living expenses and taxes, than they 
have ever had in history. 
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But our basic problem remains unsolved. There is fat on 
the framework of that problem, but that fat can quickly be 
lived up, and the bony structure will show through in time 
unless fundamental changes are made in national policies. 

My appeal to you men representing the great economic 
groups is to close your eyes to the picture as of today and get 
down to earth in your thinking for the future. I am con- 
vinced that it will be utterly impossible for this Nation ever 
to isolate itself from the rest of the world again without 
making another world war a necessity within another twenty 
years. I am convinced that if we attempt to maintain an 
artificially inflated price and wage structure that that struc- 
ture will crash again, and that the results will threaten the 
survival of our cherished institutions of democracy. 

If we could only get over our unsound practice of thinking 
in terms of money, and think instead in terms of commodities, 
goods, services and the meeting of human needs, we could 
begin to see the picture in true perspective. I ask the labor 
leader: If an adequate standard of living and security for 
old age can be had with wages of a dollar an hour, would not 
that be just as desirable as the same things attainable on the 
basis of wages of. two dollars an hour? I ask the industrial- 
ist: If you could sell twice the volume of goods at half the 
current price, will you not be just as well off, and will not 
the country be vastly benefited? Certainly the farmer will 
be satisfied with dollar wheat if that dollar represents fair- 
exchange value. 

It must be obvious to anyone that if we can have economic 
balance, or parity, among the various groups, there will be 
free exchange of goods and services; and since there is no 
visible limit to the wants and needs of the people for goods 
to make existence more comfortable and enjoyable, there is 
no reason why production and consumption should not grow 
steadily providing increased employment and constantly im- 
proving business. The only way to increase the national in- 
come is through greater production of goods and services. 
The only way to enable everybody to have more is to produce 
more. Distribution will take care of itself if only our price 
and wage systems are so adjusted that all can trade on a 
fair-exchange basis. Certainly it is obvious that we can not 
attain this happy objective if each of the different groups 
attempts to erect barriers around it in the tragically mistaken 


idea that members within each group can maintain their own 
welfare without reference to the welfare of all other groups. 

Undoubtedly we have a long way to go before we can at- 
tain the goal that I have been discussing. We are still not 
far enough out of the tooth-and-claw stage of civilization. 
Nevertheless, there are encouraging signs of progress. I be- 
lieve that the experience we have had during the past ten 
years, when we tried to bring about reforms largely through 
government action, has convinced most of us that we can’t 
assign the job entirely to government, and that true progress 
can be made only through more voluntary action on the part 
of the groups themselves. 

Is labor happy over present government participation in 
labor affairs? Is the industrialist happy over governmental 
administration of policies affecting his interests? Is the farmer 
happy over the controls that government has assumed, and 
now seeks to perpetuate, over agricultural affairs? I ask you. 
, Don’t misunderstand me. I know there was no choice at 
the time but to have the government step in. But I say to you 
that government had to step in because of our own failure 
to keep order in our respective houses, because of the group 
isolationism that we had misguidedly practiced because we 
could not see outside of our own pasture, due to the high 
barriers we had erected around our own little playgrounds. 
But once the government had the ball, it insisted that it 
should carry the ball on every play. It wasn’t long until we 
were exposed to all the evils of bureaucracy, officiousness and 
action based on theoretical thinking. 

In searching for reasons for the prevailing dissatisfaction, 
you may assign full weight to the dislocations of war, to dis- 
torted perspectives in viewing current developments, and to 
all the weaknesses that human nature is heir to, and still you 
can not find the complete answer. There is something deeper, 
more fundamental, back of it. That something, in my 
opinion, is a human reluctance to do something because you 
have to do it. If more reliance were placed on voluntary 
action by the various groups, I believe a spirit of cooperation 
would develop that would sweep everything before it to reach 
goals that are at present undreamed of. 

It is a challenge to the best that is in all of us. The stake 
is very great. If we fail to meet the challenge, then good-bye 
to freedom and individual rights! 


Voluntary Cooperation of Manpower 


PROGRESS IN MANPOWER UTILIZATION 
By PAUL V. McNUTT, Chairman, War Manpower Commission, Washington, D.C. 


Delivered before War Council of the Chamber of Commerce of the United States, 31st Annual Meeting 
Waldorf-Astoria Hotel, New York City, April 27, 1943 


established by Executive Order of the President. 
This occasion offers a fitting opportunity to report 
on our progress during the past year—and to look ahead dur- 
ing the coming year. 

About this time a year ago, we began to emphasize the vast 
manpower problems facing American employers and Amer- 
ican workers. 

The facts were plain. Our armed forces needed men. Mil- 
lions of men. The very cream of our young, healthy, able- 
bodied men. Not many people understood that fact—or its 
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impact upon our productive capacity. Now, everybody knows 
that our armed forces must have ten million eight hundred 
thousand men by the end of 1943. 

But that was only one side of our problem—the military 
side. ; 

The other side was our production problem. Staggering 
goals were set for building airplanes, weapons, tanks and 
ships. Yet our armed forces absorbed the heart of our work- 
ing force, at the rate of 400 thousand men per month. It was 
obvious that we must replace those men in industry, and find 
millions of new war workers besides. We foresaw the need 
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for 16,400,000 in munitions and other essential industries 
by the end of 1942, exclusive of our armed forces and of 
agriculture. We foresaw the need for recruiting, training 
and hiring millions of women, older workers, physically 
handicapped workers, and workers from minority groups. 

Much progress has been made in utilizing the nation’s 
manpower. We are meeting our production goals. 

Unemployment is nearing a minimum. 

Thirty percent of our working force is women. Reluctance 
to hire women has given way to acceptance. Employers who 
once ignored this source of labor now enthusiastically are 
seeking out women workers. 

Encouraging gains have been made in the employment of 
older workers, handicapped workers, and workers from the 
minority groups. Here, as in the case of women workers, we 
see reluctance giving way to acceptance. Slowly, but surely. 

Fortunately, there have been some unexpected, but very 
welcome, gains in production efficiency. These gains have 
lelped to alleviate our manpower shortage. 


Among them are countless production short-cuts that have | 


saved thousands upon thousands of man-hours. One single 
large war contractor reports that its workers have contrib- 
uted over 17 thousand suggestions. Nearly half of them 
have been production short-cuts. The n:anagement-labor com- 
mittee in that plant has accepted 22 hundred short-cut sug- 
gestions and put them into practical operation. Such patriotic 
ingenuity is a tribute to the employer and workers alike. 
‘They deserve the very highest commendation their fellow- 
citizens can give them. 

Other gains have come from new manufacturing processes 
that save materials. By eliminating wasted materials, there 
is a corresponding elimination of wasted manpower all along 
the line. 

Another gain is increasingly evident—the value of repeti- 
tive production experience. Last year, America’s employers 
and workmen were struggling with brand-new production 
problems. ‘hey had to learn how, and produce, at the same 
time. ‘Chey are producing better materials, better weapons, 
at a rate no one dreamed could be possible. 

In the last year, our munitions production showed a 
yreater percentage increase than munitions employment. In 
other words, each workman and each plant is turning out 
more and more as they acquire that vital “know how.” 

These good signs are comforting. 

‘But we still have a big manpower job ahead of us. 

Our armed forces still need men. They must have several 
hundred thousand men per month until the ten million eight 
hundred thousand total is reached. 

‘Those millions of future fighting men must be replaced. 
We must find and train about 5 million additional workers to 
meet our production goals in munitions and other essential 
industries by the end of 1943. 

Where will they all come from? 

From the ranks of housewives. Students. Older workers, 
handicapped workers, minority groups, and from workers 
who transfer from less essential activities into war work. 

There are no other sources. So let’s face facts, and not 
deceive ourselves. The only way to avoid a manpower short- 
age in your community, and in your operation, is to draw 
upon these reserves of waiting, willing manpower. 

You noticed, I think, my mention of the need for further 
transfers of workers from less essential activities into war 
work. That is not a pleasant prospect for anyone. All of us 
are suffering some inconvenience from the shortage of man- 


power in the less essential fields. Those shortages are par- 
ticularly hard on some of you. 

And that is why I want to emphasize the need for a volun- 
tary, aggressive campaign to weed out waste. 

This country has been wasteful of its manpower. We can- 
not afford that luxury today. We must take up the slack. 

Let me cite a few examples: 

Some employers are still hoarding manpower. That is, 
they have more workers on their payrolls than they actually 
need. Perhaps their reasons are good, perhaps not. In any 
case, hoarded manpower is wasted manpower. 

Some employers are still pirating workers away from other 
employers. This practice benefits no one, and hampers war 
production. Do not steal the other fellow’s manpower. Find 
your workers, train them, and keep them. 

Last fall pirating was a serious problem. I can tell you 
today that in the areas covered by Employment Stabilization 
Plans, it has been effectively checked. And checked, mind 
you, by voluntary action. Employers, themselves, and the 
representatives of labor recognized that neither management 
nor labor was helped by ceaseless, senseless bidding for work- 
ers when there were not enough workers to go around. 

Job shopping is another cause of waste. Literally thou- 
sands of workers shift from job to job—most of them un- 
aware of the fact that this aimless turnover is good news to 
the Axis. 

The President’s “hold-the-line” Executive Order of April 
3 and the regulations which we issued under that order have 
already checked this turnover to a great degree. The in- 
quiries which we get in our regional offices and in the Wash- 
ington office indicates sincere and honest support for the pro- 
visions of those orders. Employers are checking on their pro- 
posed hiring. Workers who want to change jobs are asking 
whether or not their move would come within the terms of 
the order. Every question is an indication not merely that 
Americans want to obey the law, but that Americans are 
committed to “holding the line,” committed to the teamwork 
that is essential to winning the war. 

These wasteful practices explain why employment stabili- 
zation agreements have been set up in 70 areas around the 
country. There is nothing mysterious about these employ- 
ment stabilization agreements. They are simply common- 
sense, logical methods of combatting needless waste of man- 
power. 

If you come from a community that has an employment 
stabilization agreement, get a copy of it and read it care- 
fully. You'll find that it is fair, equitable, and practical. It 
ought to be—because the employment stabilization policy of 
the War Manpower Commission was approved by our Na- 
tional Management Labor Policy Committee, and each local 
agreement has been approved by the local management-labor 
advisory committee. These agreements have often been 
tagged with the label of “job freeze”. I will leave it up to 
you to decide whether they can fairly be called “freezes’’. 

Sometimes I am asked what the War Manpower Com- 
mission intends to do about the employer who breaks the 
rules, I am told that some mining companies are not mining 
their best shafts, that some lumber companies, with Govern- 
ment contracts, are developing their more distant and less 
easily cut stands of timber. I am told that some are hoard- 
ing labor or mismanaging their affairs for private gains. And 
I am asked to denounce plants and industries who indulge in 
such practices. 

Again I am told of union rules which stand in the way of 
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the war effort. I am told of “featherbedding’”, as it has 
been called in the public prints. I am told of union rules 
which stand in the way of maximum production for every 
worker every hour of the day. And I am asked to blast at 
these practices of the labor unions and the unions which 
apply them. 

I might say that with relation to both management and 
labor we usually find these reports as exaggerated as the 
story of Mark Twain’s death. But when we find these, we 
are dealing with them. We are dealing with them whether 
they are practiced by management or by labor. 

We are doing it quietly and objectively as a good man- 
ager or a good engineer or a good union executive ap- 
proaches the evils which he finds before him. 

Ours is a task of personnel management on a national 
scale. Ours is not a field for flamboyance and vitriolics. 

Restrictions are of three kinds. 

There are restrictions which relate to mismanagement or 
misallocation or misapplication of the labor supply. Usually 
those cases arise through misunderstanding, but whenever 
they are found it is part of the function of the Bureau 
of Utilization to point them out and suggest the remedy. 

Or there are restrictions on hours, the hours of work. 
There are far fewer such restrictions than some public dis- 
cussions would lead one to believe. The so called 40 hour 
week is not such a restriction. It is a wage law, but our 
regulations under the 48 hour week—issued in pursuance 
of an Executive Order of the President of the United 
States—are coping with such restrictions wherever they are 
found. 

Other restrictions by labor and management take the form 
of limiting the units of productions per hour or per day. 
Against those, the Bureau of Labor Utilization of the War 
Manpower Commission has directed its efforts just as it 
would with any other condition that impeded maximum war 
production. 

For every symptom of bad utilization—job absence, labor 
tunrover, production restrictions and stoppages, low morale, 
incomplete performance on the job, idleness, and the non-use 
of women and the physically handicapped and the aged—all 
of these are within the purview of the Bureau of Labor 
Utilization. Ours is not a task of fixing blame, ours is a 
task of helping you to remedy those conditions wherever they 
are found. 

A source of waste we hear a lot about is job absences. I 
am glad to report that the country knows a great deal more 
about this subject today than it did six months ago—and 
our understanding is helping to combat it. We know that job 
absence is caused by a large number of different things, and 
we are taking steps to counteract those causes. 

No one knows exactly how much of work absence is in- 
excusable, or can be readily prevented. But we do know that 
there is too much of it. Every employer and every worker 
should join in a campaign to stop job absence. It can be 
done. The records of a number of progressive, far-sighted 
companies prove that, beyond doubt. 

Some absence from work may be the result of negligence 
and irresponsibility on the part of workers. Some of it may 
have its roots, as the cartoonist would have us believe, in 
sheer laziness or too much Saturday night celebration. 

But a very great part of it can be met by sound personnel 
management. The worker who does not know his job and 
is not given an opportunity to be part of the team feels 
frustrated. Bad supervision makes its mark on the absence 


record. Poor organization of work will lead to personal 
conflicts which result in turnover and absence from work. 

Community conditions. also, are a vital factor. Shopping 
hours. Laundry service. The hours of ration boards. The 
effective organization of the community transportation 
system. 

Those are only a few. But I hope I have made my point. 
It is not merely personal rectitude. Good personnel manage- 
ment and good community management must team up if job 
absence is to be beaten. Everything you do to weed out 
waste is helpful to the war effort, helpful to your fellow 
citizens, and helpful to your fellow businessman. Can your 
community afford to countenance waste? Is it not time that 
your community took steps to use your manpower efficiently, 
so that the Limited supply can be stretched further? 

The War Manpower Commission, and its local offices, 
stand ready to help in every way possible. 

Our field force now includes seventy-five full time man- 
power utilization consultants. This group will eventually be 
increased to the hundred consultants, as rapidly as we can 
find the men with the ability and experience to handle the 
jobs. ‘ 

Meanwhile, our staff of 75 is doing its best to keep up 
with requests for assistance. Frankly, our present problem 
is to assign these men where they are need most, rather than 
to find places to send them. 

In some regions, their load has been eased through the 
use of part-time consultants—volunteers who serve without 
compensation. We are counting upon part-time consultants 
to help meet the increasing demand for this type of service, 
even after our full staff of 200 full-time men has been re- 
cruited. 

It is not the function of these consultants to tell anyone 
how to run his business. Their function is to help manage- 
ment men look at their own problems and analyze them. 

The “manning tables” offer an excellent example of the 
way in which the Commission’s industrial consultants can 
and do help employers. The “manning table” might be 
called a manpower inventory, which permits orderly with- 
drawal of men inducted into the armed forces. 

Since the inauguration of the manning table plan last 
fall, over 13 thousand inquiries have been received from in- 
terested employers. More than 5 thousand firms have re- 
quested participation in the program. Most of these requests 
have been approved. To date, about one thousand firms have 
completed and obtained certification for their own man- 
ning tables. 

We have not pressed for acceptance of the manning table 
program. Interest in it has grown by leaps and bounds be- 
cause it is a sound and healthy activity for any employer. 
It centers the attention of management on the best use of 
worker skills, upgrading, training, and the need for future 
replacements. We believe this type of manpower inventory 
will have permanent benefits for the employer, in addition to 
its wartime benefits. 

Our industrial consultants have been able to render in- 
valuable help to employers eager to develop their own man- 
ning tables. Wherever a knotty problem develops, the man- 
power utilization consultant supplies the advice and ex- 
perience that untangles the knot. 

Another example that will interest you is the case of a 
boiler factory in New Jersey. This factory did not employ 
women. Nor did it see any opportunity to use women to ease 
its shortage problem. 

Upon the advice of the manpower utilization consultant, 
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this boiler factory worked out a manning table for itself. 
In the process, each job was analyzed. The final result 
showed that 28 per cent of the jobs could be filled by women. 

If you have any problems that call for the help of in- 
dustrial consultants, I suggest that you get in touch with 
the War Manpower Commission director in your local area 
or region. But since our budget and our staff are limited, let 
me also ask your forebearance if the consultants cannot re- 
spond as promptly as you might wish. 

In this report of progress, it is worthwhile to note that 
our operations have been conducted on a voluntary basis. 

In the absence of compulsory methods, the results have 
been astonishing. The process has been democracy in action. 
As we look abroad at the forced slavery that darkens the 
Axis and occupied countries, we can take pride in our ac- 
complishments, achieved in the American way. 


Now, let us finish the job. 

The going will be harder from this time on. Our mili- 
tary and production manpower must be supplied from a 
constantly dwindling pool. 

But the needed reserves are there—if we tap them. 

We have the manpower available—if we do not waste it. 

The manpower problem cannot be licked in Washington. 
It will not be licked by someone else. That leaves the job 
up to you, and your fellow citizens—all of us. 

We have asked for your cooperation and understanding 
before. We ask you for that cooperation and understanding 
again. 

With the voluntary support of employers, workers, and 
the public, the job can be done. 

The people of this country can do anything they make 
up their mind todo. . . . 


Mobilization of Manpower 


NATIONAL WAR SERVICE LEGISLATION 


By JAMES W. WADSWORTH, Jr., Member of Congress from the State of New York, Washington, D. C. 


Delivered before War Council of the Chamber of Commerce of the United States, 31st Annual Meeting 
Waldorf-Astoria Hotel, New York City, April 27, 1943 


AM not sure that there are any gentlemen on this 

platform who will agree with the things I am going 

to say. I have been in such a position before and upon 
a good many occasions have been taught a lesson thereby, 
but one thing I do want to say at the outset is this, that if 
I appear to lack complete confidence in the voluntary method 
of mobilizing the manpower of the United States—when 
I say manpower I also include womanpower—it is not due 
to any lack of respect for Mr. McNutt. He knows that I 
respect him. He and I have talked this thing over upon 
more than one occasion. I think’ I can say that we are 
striving for the same objective, and I do know that he is 
doing his level best. I take off my hat to him for the efforts 
that he is making, his own efforts and the efforts of those 
who are working with him. 

I can’t escape the conclusion, however, that hard as the 
War Manpower Commission may work and strive, it cannot 
accomplish the final objective. The final objective is the 
mobilization of the manpower of the United States. We 
have proceeded a certain distance along toward mobilization. 
To a very large degree we have mobilized industry. The 
Congress of the United Srates has placed it within the 
power of the Federal Government by statutes duly enacted 
to take over any industrial plant in America and operate it 
in the war effort. The Government, in accordance with 
laws passed by the Congress, may step up to any employer 
of owner of a plant and say, “You must proceed to make a 
certain type of supply.” That owner must do it lest the 
Government take over the management and operation of the 
plant. 

By laws enacted by the Congress, every contract made by 
an employer who is furnishing supplies to the Government 
may be and is renegotiated, with the Government the com- 
plete master of the final decision. 

In accordance with an act of the Congress, the wages and 
salaries of every person employed in a plant from top to 


bottom may be and are fixed by executive order based upon 
law. Our tax laws, also enacted by the Congress, are de- 
vised, and I think correctly, to reduce profits to a minimum. 
The excess profits taxes on corporate incomes run as high 
as 90 per cent and correspondingly high on individual in- 
comes. In other words, by the laws of the land, industry 
has been mobilized. We have not yet, however, by the 
process of any law whatsoever mobilized manpower. 

Mr. McNutt appeals in behalf of the voluntary system. 
I think he would not deny, however, that in some of the 
steps taken in the last two or three months in the direction 
of mobilizing manpower, that the element of compulsion is 
present. I refer, for example, to the Work or Fight Order, 
directed to men between 18 and 38 years of age, registered 
in the draft, with the clear intimation that if those men did 
not immediately or by April 1st—and they are given leeway 
until May Ist—find jobs in essential industry, they may be 
reclassified under the draft and put into the Army or the 
Navy. That is the threat. There is your element of com- 
pulsion. I think I can say to you that when the Congress 
passed the Selective Service Law it never expected or in- 
tended that that law should be used as a club to drive a 
citizen from one place to another. 

And the recent order, well intended—I am not criticizing 
the intention of these steps—to the effect that no man may 
leave his job in an essential industry to take another job at 
a higher pay lest he be subjected to fine or imprisonment or 
both, cannot be found in any statute of the United States. 
It rests presumably upon the Stabilization Act of October, . 
1942, but in that act the Congress authorized the Govern- 
ment to freeze prices of commodities, salaries and wages, 
not men—they are not mentioned. 

So I think it well to dispel the idea that we are proceed- 
ing solely in the voluntary spirit. I can mention some other 
orders because the element of compulsion, the implied threat, 
the indirect pressure, is back of nearly all of them. 
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We are the only great nation engaged in this war that is 
not completely mobilized, mobilized as to industry and man- 
power. Great Britain is completely mobilized, so is Australia, 
so is New Zealand, and, heaven knows, they are liberty- 
loving countries just as we are. Russia is completely mobil- 
ized. Every man and woman in Canada above the age of 
16 is registered, and of course it goes without saying that 
our enemies are also completely mobilized. We alone stand 
halfway along this road. 

I realize perfectly well that it is an exceedingly difficult 
problem. I don’t pretend to know the answers to all the 
intricacies involved in it or encountered in it. You have 
heard, of course, of the great pool of workers engaged in 
non-essential industries, men and women, upon which we 
must draw if we are to meet the demands of 1943-1944. 

The trouble is, my friends, that thousands and thousands 
of men and women anxious to work, anxious to help their 
country, don’t know where to go or how to get there, and 
if they do find their way to the place, they don’t know 
where they are going to live. There is no law on the sub- 
ject whatsoever. The War Manpower Commission cannot 
today, for example, pay the traveling expenses of a person 
who moves from one community to another to take a war 
job. The War Manpower Commission has no power under 
the law today to see to it that proper housing awaits that 
person. The War Manpower Commission has no power, 
direct or implied, in the existing statutes, to assure that 
person that when the emergency is over he may return to 
his former employment and recover it. Not a word in any 
law we have! And unless my investigations are completely 
wrong, I find that the great deterrent standing in the way 
today of the recruiting of war workers from nonessential 
industries is that atmosphere of complete uncertainty. They 
don’t know. 

More than that, many of them will tell you, as they 
have told me, “Yes, I am willing to go, leaving my non- 
essential job, into an essential job, if everybody else like me 
is treated the same way.” There is no equality of obligation 
suggested by law to the people of the United States, none 
whatsoever. 

It is a little disturbing to look ahead and measure this 
thing, if we can do so. It was not a pleasant thing to have 
Admiral Land come before the Military Affairs Committee 
of the House the other day and state that in the first quarter 
of the year 1943 he was short 70,000 men in the shipyards 
and couldn’t get them. He will need another 150,000 before 
the year 1943 is over. “Yes,” he admitted, “we broke all 
shipbuilding records in 1942, have never known anything like 
it, 8,200,000 tons of ships, but the program for 1943 is 
almost 19,000,000 tons of ships,” and his great danger is 
that he can’t find the men to do it, and there is no adequate 
machinery to produce them in orderly fashion. 

The thing I have pleaded for from the beginning of this 
discussion is the orderly distribution of workers, systematic, 
and we can use to a very large degree the volunteer spirit. 

Let me say a word about this bill. In its first section it 
sets forth a fundamental principle, to the effect that every 
civilian adult in the United States otherwise competent and 
with certain liberal exemptions owes it as a duty to serve 
in a civilian capacity where he or she is most needed in 
support of the armed forces and the winning of the war. 

That declaration of principle runs exactly parallel to the 
declaration of principle contained in the draft law which 
says, in effect, that every man of military age otherwise 
competent and not needed in a more important undertaking 
—_ it as a duty to serve in the armed forces of the United 

tates. 
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There is no difference whatsoever, my friends, between 
those two declarations of principle, and both are democratic, 
absolutely in accord with the democratic spirit. 

I remember very well the testimony of Undersecretary of 
War Patterson before both the Senate and the House Com- 
mittee on Military Affairs. He is very, very much disturbed 
about this thing, and, by inference, I imagine General 
Somervell indicated concern about it this morning. 

Many steps have been taken in an endeavor to cure the 
situation. I call to mind the condition in the copper mines. 
Copper is a very critical material, as you all know. We are 
falling down in the production of copper. There isn’t any 
doubt about it. It is conceded we need more of it. Is it 
because we haven’t enough copper in the ground? No, it is 
because we haven’t got enough men mining the copper, and 
in a desperate endeavor to get miners for copper mines, the 
Government, through the exercise of some mysterious power 
—where it comes from I do not know—-ordered the closing 
down of all gold mines in the belief that gold miners would 
go to the copper mines. It just didn’t happen, and we are 
still short of copper. 

There is another side of this problem with which I come 
into very intimate contact, and that is the shortage of labor 
on the farms. The figures show that 60 per cent of all the 
men drained away from the land have gone to industry and 
40 per cent to the armed forces. It is a curious thing that 
a country like the United States should be threatened as we 
hear with a food shortage; that is rather dismaying, dis- 
concerting, to say the least. By comparison, you look across 
the ocean to England where complete mobilization of man- 
power has been achieved for three years, and we find that 
the British have so succeeded in the orderly distribution of 
workers in industry, in the services, and on the land, that 
England has increased her food production in the last three 
years by 50 per cent, and ours is threatening to go down by 
comparison. 

That indicates what can be done through orderly distri- 
bution. I know it is somewhat shocking to many people to 
hear the suggestion that we must employ the powers of 
Government in order to achieve mobilization, but, my friends, 
we are in for a grim, grim war. If you look at the maps 
in the geographies, you will agree with me, I am sure, that 
thus far our armed forces are merely standing on the outer 
rim of the great battlefields into which they must plunge 
themselves in the next year or two or three, the outer rim 
in the Pacific, the outer rim in North Africa. Yes, as Mr. 
McNutt says, it is going to get tougher, a lot tougher, and 
we had better get tough. 

I know that some of you don’t agree with me. I know 
that the National Association of Manufacturers doesn’t 
agree with me, judging from one of their statements. I know 
that many splendid leaders of Organized Labor do not agree 
and insist that such a proposal as is contained in Senator 
Austin’s bill and mine amounts to involuntary servitude. 
Yes, I know people don’t agree, but we are fighting to save 
ourselves from involuntary servitude. If we lose, we shall 
have it. We ought to employ everything we can muster to 
save our freedom, yes, suspend many of our rights, many of 
our privileges, even suspend some of our traditions, if you 
please, while this great war is on, but in suspending them, 
be conscious of the fact that when we have won it we recover 
them all and can live in safety and our children and our 
grandchildren can live in safety. It isn’t involuntary serv- 
itude that we propose, nothing like it. 

Is there any difference between tapping a young man on 
the shoulder and telling him, “Put on a uniform and go to 
New Guinea or North Africa and perhaps die” and tapping 











510 





Vital Speeches of the Day 





another civilian on the shoulder and saying, ‘““You are needed 
in that factory; you will be well paid while you are there, 
but you are needed there to help that man in North Africa”? 
Surely we cannot distinguish between those two things. 

As I view the scene at Washington, more and more am 
I led to the conclusion that Washington does not have a 
proper conception of the willingness of the American people 
to sacrifice. Washington is too hesitant. Washington waits 
until the time is ripe. The other fellow isn’t waiting. He 
will hit us just as hard as he can whenever he can. He 
doesn’t wait. 

If you found yourself in a 24-foot ring, mashed against 
a great big brute bulging with muscles and a veteran fighter, 
you would hit him as soon as you could and as hard as you 
could. You wouldn’t wait until the grandstands were filled 
with your cheering adherents—that may be unconventional 
politically—you would hit him just as hard as you could 
and as often as you could. 


Our military forces are doing a splendid job. All their 
operations have been planned in accordance with law. The 
National Defense Act prescribes that the War Department 
General Staff shall plan, and they planned, for example, the 
expedition to North Africa. Our trouble in Washington is 
we haven’t planned. There is too much of confusion. We 
haven’t reached the point where we have ourselves here at 
home adopted the attitude of mind of the veteran. I may 
express it this way, in the words of a former Commander 
of The American Legion, who said before the House Mili- 
tary Affairs Committee the other day, “Some of the good 
people who say, ‘Oh, no, it isn’t time yet, let’s wait and see,’ 
the trouble is they are flinching.” He said, “We are all apt 
to flinch too much, just like a raw recruit on a rifle range, 
who, when first called upon to shoot his rifle, flinches his 
eyes.” 

We have got to get over flinching, my friends, and shoot 
straight—shoot straight! 


What Kind of World Do We Want? 


CONTRIBUTIONS BY SOCIAL SCIENCE AND BY WOMEN 


By DR. MARGARET MEAD), Associate Curator of Anthropology, American Museum of Natural History 
Delivered at the National Women’s Conference—New York Times Forum, April 7, 1943 


WISH to speak to you first as a professional anthro- 

pologist, thus playing my cooperative role in this care- 

fully orchestrated forum which the Times has brought 
together. Anthropology is the social science which special- 
izes in knowing about differences — differences in race, in 
language, in culture. As field workers we go into societies 
which differ irom our own by thousands of years of develop- 
ment, our tongues become accustomed to sounds that no one 
at home ever hears, we learn to think in thirteen genders 
instead of two, and to count as delicacies objects which 
Americans would not call food at all. From these studies 
it is our job to report to you on the meaning of differences, 
which ones matter and which ones are negligible, how 
peoples become as different as they are, how hard it would 
be to change them so they become more like us or we more 
like them. And out of these studies we can say that most of 
the differences which people in America think are important 
and inalienable are neither important nor inalienable; that 
when it comes to potential intelligence, potential artistic 
gifts, potential political responsibility, or technical creative- 
ness, skin color and hair color, and eye color, sex, the social 
position of one’s grandfather, or the street address of one’s 
grandmother don’t matter at all; that, in fact, most of the 
clues around which we now arrange and organize society and 
fight wars or develop educational systems are false clues. 
This, then, the anthropologist can say to those who would 
build for the future. You can count all the people of the 
world, regardless of race or sex or previous condition of 
servitude or previous position in the social register—as raw 
material for building a good world. 

But next the anthropologist — if conscientious — has to 
report on the differences that do matter. He has to insist 
that, to be reared in one culture, in one society, makes one 
irrevocably partake of that culture, and that there are differ- 
ences between Germans and Englishmen, Russians and 
Frenchmen, Americans and Chinese, Japanese and Japanese- 
Americans which are very deep and very important. This 


is a statement which is harder for Americans to believe than 
it is for them to believe that race and sex and the social 
status of one’s ancestors don’t matter. Accepting this funda- 
mental of democracy is something we are used to doing— 
verbally—however much we may deny it in practice. But 
it is harder for us to accept differences in culture, in national 
culture—to accept them and to respect them. We tend to 
think that all of the world is, if not just like us, why then 
inferior to us and anxious to become like us as rapidly as 
possible. Traditionally, we have lived in a country where 
everyone was scrambling to forget their old ways and learn 
ours. This has brought us to the conceited pass of believing 
that our way, our political forms, our religious forms, are 
superior to all others, and that it is our mission in the 
post-war world to offer them, like a combination of lady 
bountiful, school teacher, and psychiatric nurse, to the rest 
of the world. 

This attitude of ours, this willingness, when we wish to 
cooperate with other nations at all, to go the whole hog 
and help them be just like us, may well prevent a balanced 
and fruitful post-war development. The anthropologist 
knows that every culture known to man has developed some 
good traits, some good potentialities of human beings, at the 
expense of suppressing others. To develop a world in which 
we begin to recognize not merely our own version, but all 
of the potentialities of the human spirit, we need to use the 
inventions which other cultures—cultures which are not 
worse than ours, not better than ours, but just different 
from ours—have made. We need to show the American 
people the adventure that lies before them in cooperating, not 
with a set of their own images, a little pale and distorted 
because they are Czechs or Serbs or Norwegians—but with 
a set of countries, each of which has its own special contri- 
bution to make to a post-war world more varied than any 
we—or any other country left to itself—could dream up. 

My second point stems directly from what women have 
specially to offer—it’s a case where, as a woman, I can set 
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the problem and, as a scientist, I can try to answer it. 
There is one field in which women have had more experience 
than men—that of developing human beings and conducting 
smooth human relations within the family in such a way 
that individual growth is possible. I do not claim that wo- 
men have innate gifts in this direction—I would be the last 
to insist that men couldn’t learn to take care of babies, just 
as I believe that girls can learn to manage machinery; they 
are doing so every day. But I do claim that women have 
had aeons of practice in bringing up good human beings, and 
now is the time to use that experience. Women know that, 
if you are to develop good human beings, then you must 
leave them free, feed their bodies, guard their footsteps, 
protect their paths, give them materials and books and words, 
and let them develop towards their own goals. Where blue 
prints are necessary for building good factories, they are a 
very poor way to build good human beings, or good human 
societies. 

So, let us take this knowledge of women and insist that 


social science make the necessary inventions to set the 
world’s feet on the right path, but leave the next generation 
free. In the name of blue prints, human beings must be 
distorted and purged. What we need instead is a sense of 
direction, a minimum behind which we will not retreat, a 
star high enough to guide us but undefined enough so that 
the future is left untrammelled. For this, inventions are 
necessary. Women must demand that these inventions be 
made. They must insist that our society place back of the 
social scientist the same resources that have been placed back 
of natural science, to outlaw the bad invention called war, 
just as the invention of the automobile and airplane have 
outlawed the poor invention called the horse and buggy. 
Women must insist that the job of building a world in 
which war will be as outmoded as duelling is a technical 
job, and see that the technical inventions are made. As 
human beings, we have a moral desire for a better world; 
as women we have experience in how best to leave develop- 
ment free ; as citizens we must demand the tools to work with. 


America and the World Crisis 


“SHALL THE HULL METHOD OF TARIFF MAKING BE ENDED?” 


By DR. D. F. FLEMING, Teacher and Author 
Broadcast over Station WSM, Nashville, Tenn., April 21, 1943 


convince you that it intimately affects our future 
peace and happiness. 

Before June 12 the Congress must decide whether or not 
to continue the Hull method of making tariffs by negotiated 
agreements with other nations. This authority has been 
given to Mr. Hull three times since 1934 for a period of 
three years each time. In these nine years agreements have 
been negotiated with 27 nations, including one with Iran, or 
Persia, signed only on April 8. All of these agreements will 
expire soon, unless the authority behind them is renewed. 

Failure to continue this friendly, give-and-take method of 
making tariffs would unquestionably be taken by the rest of 
the world as a sure sign that the United States is headed 
back into another period of isolationism and extreme na- 
tionalism. The notice would be so clear that no one could 
possibly misunderstand it. Failure to renew the trade agree- 
ments might not seem to us to be a declaration of war but 
it would be interpreted abroad as something close to that— 
economic war in the post-war period and a third world war 
at the end of that road. 

The renewal of the trade agreements could nevertheless 
be defeated by a combination in Congress of local interests, 
each of which wanted high tariff protection for itself, regard- 
less of the effect upon the nation as a whole, and upon other 
nations. In the past tariff laws have been made mainly by 
this method. The result was not always disastrous in a 
period when we were a debtor nation and when peace de- 
pended less on peaceful trade, but in the future we dare not 
leave out of account the effects of our tariffs upon the na- 
tional welfare and upon the welfare of other nations. 

The new method of tariff making enables the national 
interest to be considered. It works something like this: 
after preliminary negotiation has established the possibility 
of an agreement with Iran, let us say, the government of 
Iran will send to this country a delegation of experts to 


T HIS may sound like a dull subject, but I believe I can 
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negotiate with our people. For this discussion Mr. Hull has 
committees already organized in the State Department, the 
Commerce Department, the Department of Agriculture and 
the Tariff Commission. These men know a great deal about 
trade conditions here and abroad. All of these committees 
are available to study the possibilities of expanding trade with 
Iran to our mutual advantage. But a special committee is 
likely to be constituted to bargain with the men from Iran. 
The Iranians will propose a list of things they would like to 
sell in this country more freely, and they will indicate some 
things they would be willing to import from the United 
States more liberally. We of course will give the Iranians 
two corresponding lists that we have made up. Then each 
side will study the effects of the imports into its country that 
have been proposed. On our side the effect of every proposed 
import will be studied and debated. Will it hurt our pro- 
ducers? If so, how much? Will the import benefit our 
consumers? How much? Will it be a good thing for the 
nation? 

The process of bargaining may last for weeks or months, 
each side arguing its points in detail. The final result is, 
of course, a delicate balance of compromises. We have made 
concessions and so have they. It is a whole series of bargains, 
the net effect of which is to benefit both nations and to in- 
crease the trade between them. It is by no means a one- 
sided arrangement—just a means of admitting foreign goods 
into this country. On the contrary, the agreements have 
increased our exports far more than our imports. Secretary 
of Commerce, Jesse Jones, testified on April 13 that during 
the period 1934 to 1939 our imports from trade agreement 
countries increased 22 per cent while our exports to the 
same countries increased 65 per cent, from the seller’s point 
of view then, we gained notably. 

There is no evidence either that any of our home produc- 
ers were seriously hurt. In some cases their profits have been 
reduced, but Mr. Hull’s organization has been very gentle 
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with all vested interests, well knowing that if they were 
seriously hurt the uproar in Congress would lead to the end 
of the trade agreements program. It is true that the tariff 
adjustments made under these treaties have all been down- 
ward. It has been a way of carefully and gradually reducing 
our high tariff rates. 

But what about the beneficiaries of our high tariffs? Do 
they have a chance to protest? At one stage of the process 
they do. Public notice is given and they can appear before 
a committee and present their arguments, though their lobby- 
ists cannot influence the trade-agreements committees as 
much as they could a committee of Congress. 

How does this new method of tariff-making compare with 
the old method, whereby Congress tried in one big law to 
fix thousands of tariff rates at exactly the right points? The 
last congressional revision of the tariff took place in 1930. 
Hearings before the House Ways and Means Committee 
began January 7, 1929, and the crush of those desiring pro- 
tection was so great that the hearings resembled a bargain 
counter. Schedules were made out covering weeks in advance, 
yet the schedule was always falling behind. Day after day 
the petitioners for protection filed by, exhorted constantly 
to be brief in presenting their demands. The pressure was 
so great that five minutes was an age to the committee. 
Minutes were doled out by the chairman. Some petitioners 
were lucky to get three minutes—two minutes. At one time 
a crisis arose because only 118 witnesses had been heard in 
four days, whereas 184 were scheduled to appear. The wit- 
nesses had to be driven through faster and faster. The bank- 
ruptcy of the proceedings was openly confessed by cutting 
off witnesses who had more to say and were struggling to 
say it. 

Representatives of important industries had perforce to 
be given more time, but all were urged to leave the rates 
they wanted in writing, and finally the committee attempted 
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to digest the vast mass of written requests for higher tariffs 
presented to it. There was no attempt to check briefs, to 
require proof of the need for protection or to secure the 
evidence of persons able to verify disputed testimony. 

The contrast is evident between that kind of procedure 
and the long, patient consideration given by the Hull com- 
mittees to a small fraction of the total tariff structure. Actu- 
ally it is impossible for the 531 laymen elected to our Con- 
gress to know where tariff duties ought to be fixed on many 
thousands of different articles. A very few members may 
by long and hard study make themselves able to pass in- 
telligently on some tariff rates, as Cordell Hull did while 
in Congress, but very few can or will undergo the long 
labor required to master tariff problems. 

Nor is it possible to give the laymen in Congress any 
tariff yardstick whereby they could legislate for the benefit 
of the nation. The formula most often proposed is “cost of 
production plus a reasonable profit,” but consider where this 
leads. What is the cost of production of typewriters in this 
country? What is it abroad? How are we to find out? 
At one time we actually tried to get access to the records of 
foreign manufacturers. Many factors enter into cost of pro- 
duction and these factors often change rapidly, so that by 
the “cost of production” theory the tariff rate will be often 
obsolete by the time it is fixed. What also is a fair profit— 
for our producers, and for theirs? Obviously all congress- 
men can do in trying to answer all these questions for 
thousands of rates is, in general, to vote the rates up or down. 

By comparison, the Hull method is deliberate, careful, 
and continuous. It enables men with great knowledge of 
trade conditions to weigh the evidence for each proposed 
change. It is slow, but it operates continuously, there is 
never a sudden upheaval which unsettles the whole business 
structure of the nation. 

It seems obvious that the business of tariff making has 
become far too complicated for any parliament to handle, 
but one final and dangerous objection is made to the Hull 
method. It is said that the trade agreements are really 
treaties and that they should be approved by a two-thirds 
vote of the Senate. At first glance this is reasonable, but in 
practice it would certainly mean the death of the trade agree- 
ments program, for then the old practice of log-rolling would 
hit the trade agreements with redoubled force, especially 
since a third of the senators could defeat any trade agree- 
ment whereas a majority would be required to defeat a 
tariff law. 

When the Congress made tariffs there was never much 
trouble in assembling a majority of the Senate, each senator 
getting his special tariff favors. The same custom would 
enable every economic interest in the country which thought 
it might be adversely affected by a trade agreement with 
Iran to enlist senators in opposition. Any requirement that 
the trade agreements be approved by two-thirds of the Sen- 
ate would mean the end of the program. 

With the world in chaos and likely to be for a long time, 
this is surely not the time to give notice to the world that 
we propose to revert to economic war—the precursor of 
shooting war. We are not required to play Santa Claus to 
the world, but we are compelled to live in it, to buy as well 
as sell, to trade with all the earth and to permit it to trade 
with us, to live and let live. 

All of these axiomatic truths would be denied by a failure 
to continue the trade agreements program. To kill it now 
would also give a death blow to all our hopes of organizing 
the United Nations into a shield and protection for our 
future against the colossal wastes and sufferings of global 
wars. 
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